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INTRODUCTORY 


1. The Banking Commission came into being in March 1969 to inquire 
into and report upon the structure and methods of operation of the Indian 
financial system—particularly the banking system, commercial and co-opera- 
tive. Its terms of reference also embraced the regulations and controls that 
affect the banking system as also the role of other financial intermediaries 
including the indigenous bankers close to the money market complex and 
involved in the flow of funds through the capital market. Based on such an 
examination, the Commission was required to make recommendations on 
what changes, if any, should be made to improve the structure, operations, 
regulation and control of the banking and financial system. 


2. Early in its deliberations the Commission chalked out the scope 
and major sub-divisions of its enquiry. It set up five Study Groups to con- 
sider in depth specific issues pertaining to its work. One of these Groups, 
the Study Group on Indigenous Bankers, was to be concerned with the work- 
ing of the various classes of indigenous banking agencies and the following 
persons were invited to serve on it ; 


1, Shri H. T. Parekh, Chairman 
Vice-Chairman, 
LC.LC.I., 
Bombay. 

2. Shri V. C. Patel, Member 


Custodian (Retd.), 
Central Bank of India, 


Bombay. 

3. Shri G. Lakshminarayanan, Member 
Custodian, 
Indian Bank, 
Madras. 

4. Shri H. L. Narang, Member 
President, 
Shikarpuri Shroffs Association, 
Bombay. 

5. Shri Mohanlal A. Parekh, Member 
President, 


Bombay Shroffs Association, 
Bombay. 


6. Shri Permanand Uttamchand, Member 
Sindhi (Multani) Bankers Association, 
Madras. 

7. Kum. C. J. Batliwalla, Convener 


Deputy Director, 

Special Cell to assist the Banking 
‘ Commission, 

Reserve Bank of India, 

Bombay. 


3, The Study Group was required to review the working of the different 
classes/types of indigenous banking agencies such as multanis and shroffs 
and evaluate their utility in the money market complex. It was also required 
to examine whether indigenous bankers can in the course of time usefully 
extend their activities to provide specialised services in the money and capital 
markets ; in other words, how the system of indigenous banking could evolve 
and grow in the direction in which it could best serve the needs of the economy. 
Finally, in the light of its findings it was required to make recommendations 
on the nature of the link to be provided between indigenous bankers and the 
organised banking system and offer recommendations for improved regula- 
tion and control of the indigenous banking system (vide Annexure I). 


4. The Study Group met on the following dates between November 
1969 and May 1971. 


(1) November 28, 1969 (6) January 16, 1971 
(2) January 14, 1970 (7) January 30, 1971 
(3) April 18, 1970 (8) April 10, 1971 
(4) May 23, 1970 (9) April 11, 1971 
(5) July 14, 1970 (10) May 17 & 18, 1971 


5. During the period of more than a year which the Group devoted 
to this task, they laboured bearing in mind the fact that the problem has over 
the years defied solution and has remained intractable and despite several 
attempts it had not been possible to make a dent in it. When the Indian 
Central Banking Enquiry Committee laid down their pens nearly 40 years 
ago, they had recommended that indigenous bankers should be linked 
directly with the central bank through the provisions of rediscounting facili- 
ties. This has been considered several times in the past but a number of 
difficulties have been posed in adopting such a course. The result has been 
that the main recommendation of the Central Banking Enquiry Committee, 
even after 40 years, has not been implemented. 
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6. First, in going about its job, the Group has taken a fresh look at the 
problem and tried vigorously to avoid being taken a prisoner by the past or 
the present. Instead it has searched for a way of looking at. the financial 
system and policies which while relating them to current problems and deve- 
lopments will have a continuing validity. The Group has sought a set of 
general principles and recommendations rather than provide a cut and dried 
scheme which might become hopelessly inadequate or even harmful tomorrow. 
In this search, therefore, the Group has not been moved to make recommenda- 
tions for their own sake, to seek change on a wholesale scale or to suggest 
the creation of new private or governmental institutions to replace the indi- 
genous banking institutions in order to meet the particular needs which are 
not being adequately served at present. Instead, the Group has preferred to 
or recommend less sweeping modifications to the existing practices, laws and 
policies mainly with a view to suggesting a more workable alternative. The 
ease with which one can create new institutions on paper is patent but the 
Group believes that more lasting success in closing the gaps in the financial 
mechanism is apt to be achieved in practice by encouraging the existing insti- 
tutions to evolve and grow in the directions desired by the community they service. 
The Group has approached its task'itthis light and has sought in its recom- 
mendations to suggest ways and means to enhance the effective role of indi- 
genous banking agencies rather than to suggest measures which would ulti- 
mately result in the disintegration of these financial intermediaries. 


7. The Study is divided into seven chapters. Chapter I while briefly 
reviewing the history of indigenous banking in India, also deals with the 
question of the meaning and, definition of indigenous banking agencies. 
Chapters II to V form the core of the Report in that they analyse the working 
of indigenous banking agencies. Chapter II outlines the structure, functions 
and methods of operation of indigenous banking agencies. It covers aspects 
such as the different classes/types of indigenous bankers, their role, the geogra- 
phical area of operation, the nature of their clientele, the type of borrowing, 
the type of security and the volume of business handled. Chapter III des- 
cribes the instruments of credit of indigenous financial agencies. Financial 
operations of multani bankers have been dealt with separately in Chapter IV. 
Capital and debt ratios, cost of credit, bad debt record, earnings and the level 
of interest rates, operating expenses are some of the aspects covered in this 
chapter. Chapter V analyses. the relation of indigenous banking agencies 
with the commercial banks and their connection with the organised money 
market. This is followed by a chapter on the defects and shortcomings of 
the indigenous financial agencies and an assessment of the effectiveness of 
existing regulations and controls. The Report concludes with a number of 
broad recommendations designed to enhance the efficiency and working of 
the indigenous financial agencies. The recommendations also cover the 
nature of the link to be provided between indigenous bankers and the orga- 
nised banking system and the modifications called for in the framework of 
regulation and supervision governing them. Finally, in the context of the 
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greatly increased need for diversified financial services, the Report outlines 
the future role of indigenous banking in providing growth-oriented credit. 


8. The Group wishes to place on record its gratitude to the Chairman, 
Member-Secretary and other members of the Banking Commission for afford- 
ing it an opportunity to assist the Commission—in particular the valuable 
contribution to our discussions made by the Member-Secretary, Shri V. G. 
Pendharkar, who attended some of the meetings. The Group is also grateful 
to Shri K. J. Natarajan, Officer on Special Duty, State Bank of India, for his 
valuable guidance. 


9. Yer preparing the Report the Study Group had the benefit of the 
memoranda prepared by the Shikarpuri Shroffs Associations of Bombay, 
Bangalore, Madras and Vijayawada ; and Bombay and Ahmedabad Shroffs 
Associations. 


10. In addition to replies furnished by the commercial banks to Part 12 
of the Banking Commission’s questionnaire relating to indigenous bankers, 
the Study Group was aided by the comments and suggestions received from 
the Custodians of leading commercial banks, 


11. The Study Group would also like to place on record its appre- 
ciation of the work done for it by the various institutions such as the Federa- 
tion of Small-scale Industries, Registrars of Co-operative Societies, primary 
borrowers and lenders and to the individual multani bankers, shroffs, and 
chettiars. All of these bodies. and individuals provided the Group with 
much useful information and answered questions put to them by the members 
of the Group with unfailing courtesy and helpfulness. 


12. The Group would like to express its appreciation of the work of 
collecting and processing of the data, done by the staff of the Special Cell 
to assist the Banking Commission—in particular Shri R. Rajagopalan, Smt. U. 
U. Nerurkar and Smt. A. P. Velho. 


13. The members of the Group would like to place on record their special 
thanks to Kum. C. J. Batliwalla, Convener, for the thoroughness and earnest- 
ness with which she undertook the responsibility and for writing this Report. 
But for her sustained effort it would have taken much longer for the Group to 
complete its task. 


CHAPTER [| 


EVOLUTION AND GROWTH OF INDIGENOUS 
BANKING 


I.1 While commercial and co-operative banks have been a part of the 
landscape for nearly three-fourths of a century, the system of indigenous 
banking dates back to Vedic times. There was a time when a description 
of the indigenous financial agencies would have encompassed the whole of the 
Indian financial system. It is no longer so. Other financial intermediaries 
have grown up in the organised sector to compete with the indigenous financial 
agencies, and the central bank and the government now play a much more 
active part in formulating the financial policy. Nonetheless, indigenous 
financial agencies remain in many ways the heart of the unorganised financial 
system. They still command a fair share of the deposit money and purvey 
a significant proportion of the financial requirements, even if their manner 
of operation differs markedly from that of a modern bank. They finance a 
wide range of customers and their activities stretch from metropolitan cities 
to remote. villages. Regulation and competition have shrunk their area of 
operation, but indigenous financial agencies still feature prominently among 
India’s financial institutions. 


I.2 Indigenous financial agencies comprise two broad categories, viz., 
(1) moneylenders and (2) bankers. The terms of reference of the Study 
Group require an evaluation of the utility of ‘indigenous banking agencies’ 
in the money market complex. Clearly, therefore, the scope of the inquiry 
does not cover the operations of the moneylenders but is confined to the 
activities of the indigenous bankers, 


I.3. Who then are the indigenous bankers—which specific classes of 
people are included in the omnibus term of ‘indigenous bankers’? There is 
no legal definition of the term ‘indigenous banker’ as these bankers are not 
required to register themselves under any law of the realm. The problem 
is complicated because the term ‘indigenous banker’ has been loosely used to 
include both the moneylender and the banker. In fact, many authors have 
expressed the view that there is no clear-cut distinction between the indi- 
genous banker and the moneylender and it is difficult to distinguish between 
their activities. According to the Madras Provincial Banking Enquiry 


1 For example see, Report of the Committee on Finance for the Private Sector, Reserve Bank of India, 
April 1954, para 140. 
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Committee (1929), it is impossible to draw a hard and fast line and it must 
ultimately become a matter of opinion whether certain businessmen fall in 
one class or the other.’ 


I.4 Earlier, the distinction between an indigenous banker and the 
moneylender was based on the size of the capital owned by the agencies. 
But this is not a satisfactory definition. L. C. Jain defined an ‘indigenous 
banker’ as “‘any individual or private firm which in addition to making loans, 
either receives deposits or deals in hundis or both, each of which functions 
clearly belongs to the province of banking’, while the term moneylender was 
defined as “any individual or private firm which makes loans but usually 
does not receive deposits or deal in hundis’’.’ The definition adopted by 
the Indian Central Banking Enquiry Committee was similar to the one for- 
mulated by Jain, vz., ‘any individual or private firm receiving deposits and 
dealing in hundis or lending money are indigenous bankers ; moneylenders 


are those whose primary business is not banking but moneylending’’.‘ 


I.5 In spite of the above definition, the Report has stated that in many 
provinces while there are moneylenders\ who receive deposits, there are 
indigenous bankers who do not receive deposits. but are still regarded as indi- 
genous bankers.° 


I.6 Even among the various provincial banking enquiry committees, 
there is no uniformity in the definition. The Punjab Provincial Banking 
Enquiry Committee made a purpose-oriented distinction in the loans of the 
indigenous agencies. According to the Committee, “the indigenous banker 
finances trade and industry rather than consumption, the urban moneylender 
consumption rather than trade’’. 


I.7 Yet another way in which distinction has been sought to be made 
between the activities of a moneylender and a banker is that the moneylender 
is a person who does not usually receive deposits and who lends mainly to 
agriculturists and artisans and who does not allow cheques or drafts to be 
drawn upon him. Further, the turnover of capital in the case of moneylend- 
ing business is slow. On the other hand, the banker is a person or an agency 
who or which receives deposits and deals mainly with traders and allows 
drafts to be drawn upon his/its funds. 


I.8 In India, the statutory definition of the term ‘banking’ as con- 
tained in Section 5(b) of the Banking Regulation Act, 1949, is ‘‘accepting, 


2 Report of the Madras Provincial Banking Enquiry Committee, (1929), para 399. 

3 LL. CG. Jain, Indigenous Banking in India, p.3. 

4 Report of the Indian Central Banking Enquiry Committee, Vol. I, Part I, Government of India, 
1931, p. 73, para 107. 

5 Jbid, para 101, 
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for the purpose of lending or investment of deposits of money from the public, 
repayable on demand or otherwise, and withdrawable by cheque, draft, order 
or otherwise”’. 


I.9 Dr. H. L. Hart has defined a ‘banker’ or ‘bank’ as a person or com- 
pany carrying on the business of receiving moneys and. collecting drafts for 
customers subject to the obligation of honouring cheques drawn upon them 
from time to time by the customers to the extent of the amounts available on 
their current accounts. Walter Leaf:has defined ‘bank’as “a person or cor- 
poration which holds itself out to receive from the public deposits payable 
on demand by cheque”’, and stated that it would not be applicable where the 
use of the cheque is too little developed to be regarded in any sense as a funda- 
mental part of the operation of a bank; and a definition would rather be 
sought from the discounting of bills.’ The principal business of a banker is 
to receive money from his customers and to collect instruments representing 
money on behalf of his customers on the understanding that he will refund all 
moneys received or collected, either on demand or at some definite date agreed 
upon between him and his customers. He is also (a) a lender of money, either 
by way of loan or by way of overdraft‘on current account ; (6) a discounter 
of bills and promissory notes ;- and. (¢) an issuer of drafts, letters of credit, 
etc.® In short, the essence. of banking as undérstood today is receiving money 
on deposits against which cheques can be drawn. 


1.10 If this criterion is applied, some of the indigenous financial agencies 
would clearly qualify as banks for they accept deposits from the public and 
these deposits are withdrawable by instrument within the meaning of the 
Banking Regulation Act definition. 


I.11 In the definition of indigenous, bankers so fai attempted, two 
characteristics have been emphasised to identify an indigenous :banker, viz., 
(1) acceptance of deposits and (2) dealing in hundis. It may be pointed 
out that the hundi business is not necessarily associated with or considered to 
be indicative of the operations of indigenous banking. Even commercial and 
co-operative banks deal in hundis ; in fact, hundi transactions are a_ part 
of the banking business in general. If acceptance of deposits alone is taken 
as the sole criterion of banking, post office savings banks, finance corpora- 
tions and companies, all of whom accept deposits, immediately spring to 
mind as glaring exceptions. 


I.12 The All-India Rural Credit Survey Report also adopted the same 
criteria as L. C, Jain to distinguish the activities of indigenous bankers. How- 
ever, that Report too observes, like others, that the criteria do not fully help in 





6 H. L. Hart, Law of Banking, p. 1. 
7 Walter Leaf, Banking, Sykes Edition, 1935, pp. 24-25. 
8 H.P. Sheldon, Practice and Law of Banking, pp. 184-185, 
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a clear demarcation.® Deposits have been accepted even by some village 
moneylenders, and several urban moneylenders not recognised as indigenous 
bankers also have accepted deposits. The Report goes on to say “the indi- 
genous bankers do not comprise a distinct class with well-marked functions, 
at least so far as the rural credit structure is concerned’. Indigenous bankers’ 
operations can in no way be separated from those of other agencies and no 
special role or function can be indicated as having been or being fulfilled by 
them. Having accepted a certain definition, the difficulties of application 
only serve to illustrate the weakness of the definition. 


1.13 In B. C. Ghose’s opinion an indigenous banker is any individual 
or firm who deals in hundis whether he accepts deposits or not, and those who 
do not deal in hundis are moneylenders.’° This definition was adopted by the 
Bengal Provincial Banking Enquiry Committee.'' While endorsing the 
aforesaid view, the Bihar and Orissa Provincial Banking Enquiry Committees 
stressed the importance of credit creation by the bankers. The Committee 
said that the shroffs are able to utilise the machinery of credit to create more 
finance™, 


1.14 From the foregoing it is clear that_no satisfactory or perfect defini- 
tion of an indigenous banker has yet been formulated. The main difficulty 
in producing a precise definition was that the dividing line between ordinary 
moneylenders and the more prestigious business of indigenous banking was 
rather vague. None of the definitions attempted so far by different authors, 
commissions and committees seems altogether satisfactory, considering that 
the criteria indicated failed to make a clear distinction between the activities 
of the moneylenders and the indigenous bankers. Although the Central 
Banking Enquiry Committee emphasised the deposit business as a criterion 
to determine the activity of the banker, it had to concede that in many parts 
of the country those indigenous agencies which did not accept deposits were 
also regarded as indigenous bankers. 


I.15 If, on the other hand, the fundamental function of a bank is to 
bridge the gaps of time and credit in the many links of the production process 
then there would be a case for the inclusion of moneylenders including pawn- 
brokers within the scope of the enquiry. According to V. Krishnan”, in 
the language of indigenous bankers no distinction is observed between a 
banker and a moneylender. The moneylender in this country provides 60 
per cent of the agricultural credit. He makes advances against pledge of 
ornaments, lends money against the mortgage of house and landed property 
and allows cash credits to artisans. 


9 All-India Rural Credit Survey Report, Vol. I, Part II, p. 688. 
10 B.C. Ghose, A Study of the Indian Money Market, Oxford University Press p. 144. 
ll Report of the Bengal Provincial Banking Enquiry Committee, 1929, p. 371. 

12 Report of the Bihar and Orissa Provincial Banking Enquiry Committee, 1929, para 365. 
13 V. Krishnan, Indigenous Banking in South India, p. 7. 
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1.16 The All-India Rural Credit Review Committee has estimated 
that by 1973-74 (the last year of the Fourth Plan), short and medium-term 
credit requirements of the agricultural sector would be of the order of 
Rs. 2,500 crores. Of this, credit from institutional sources, that is com- 
mercial and co-operative banks, has been estimated at Rs. 1,250 crores 
to meet the short and medium-term credit needs. This would leave a 
credit gap of 50 per cent which would have to be met from indigenous sources. 
In the absence of a proper definition of a banker or moneylender, available 
literature on the subject of indigenous banking or unorganised money markets 
has covered within its scope both the indigenous moneylender and the banker. 
Curiously enough, though it might seem that the main business of the banks 
is moneylending, a moneylender even under the English Moneylenders Act 
must not call himself a banker“. The U.K. Moneylenders Act 1927, Sec- 
tion 2(3), provides that no person shall be licensed as a moneylender under 
any name including the word ‘bank’ or under any name which implies that 
he carries on the business of banking. This clearly illustrates the need to 
treat the activities of the moneylender as distinct from those of the indigenous 
banker. 


1.17 Although moneylenders continue to provide a substantial portion 
of agricultural credit and are an important source of finance, the Study Group 
is of the view that the indigenous moneylender falls outside the purview of 
its enquiry. The terms of reference of the Group clearly require an evalua- 
tion of the utility of indigenous banking agencies close to the money market 
complex. The scope of the enquiry has, therefore, been limited to urban 
areas, that is to places with sizeable banking activity and to indigenous financial 
groups which are close to or on the periphery of the organised money markets. 
The primary distinction between the moneylender and the indigenous banker 
is that while the former lends his own funds, the latter acts as a financial inter- 
mediary by accepting deposits or availing of bank credit; in other words 
indigenous banking system is truly a financial intermediary in the sense that 
its ability to purvey funds is largely dependent on the resources it is able to 
mobilise. Another distinguishing feature is that transactions of the money- 
lender are conducted in cash while those of the indigenous banker are based 
on the dealings in short-term credit instruments for financing the production 
and distribution of goods and services. The definition of indigenous banker 
adopted for this study covers those individuals and firms who accept deposits 
or rely-on bank credit for the conduct of their business and are close to or on 
the periphery of the organised money markets and are professional dealers in 
short-term credit instruments (hundis) for financing the production and. dis- 
tribution of goods and services. This includes the Multanis, Gujarati shrofifs, 
Nattukottai Chettiars, Kallidaikurichy Brahmins and the Marwari bankers 
of Assam known as ‘Kayas’. The study will, by and large, be confined to the 
activities of the organised indigenous banking agencies. However, in so far 


14 Walter Leaf, Banking, p. 15, 
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as the legislation and control relating to indigenous financial agencies such as 
moneylenders, also affect the indigenous banker, an overall review, wherever 
it is appropriate, will be made of all the indigenous financial agencies. 


1.18 Before we attempt to consider the prospects for indigenous banking, 
it would be helpful to know the past history of indigenous financial agencies. 
As has been observed in the opening paragraph, the system of indigenous 
banking in India is of ancient growth dating back to Vedic times, which may be 
taken to range from 2000 B.C. to 1400 B.C. Moneylending was regarded 
as an old art. That it was being practised even in the early Aryan days is 
evidenced by the reference to moneylending as one of the four honest callings, 
the other three being ‘tillage, trading and harvesting’. Researches of 
Macdonnell!® and Keith provide the main source of information regarding 
moneylending during the Vedic and Pre-Vedic periods. Rina (debt) is 
often mentioned from the Rig Veda onwards reflecting a normal condition 
prevalent in the Vedic society. On the subject of interest, available infor- 
mation is sketchy. That interest was charged can be inferred from the fact 
that the usurer (kusidin) is referred to in the Shatapatha Brahmana and the 
Sutras. However, little is known regarding the rate of interest prevailing 
in the Vedic times or the terms and conditions of the loans. Available 
evidence shows that rather low rates were generally prevalent and usurious 
rates were frowned upon. 


T.19 More details pertaining to moneylending in the Sutra period, which 
is seventh to second century B.C., are available from the Buddhist writings 
called the Jatakas. The Jatakas clearly establish the existence of money- 
lenders called ‘seths’ who performed the functions of a banker. There is 
evidence of remittance of cash and creation of credit instruments and of 
IOUs or debt sheets. These sources have also brought to light the existence 
of trade and merchant guild engaged in commercial and industrial activities. 
In the Buddhist Jatakas there are several stories of kings receiving financial 
help from the guilds. The guilds paid interest on the deposits they received 
at the rate fixed by the general assembly of the guilds. From these accounts 
it is clear that moneylending, banking and trading were interlinked and the 
present day combination of moneylending and trading probably dates back 
to the sixth and fifth centuries B.C. 


1.20 The Buddhist writings do not specify the rates of interest. There 
is little evidence of written loan arrangements or written bonds ; the practice 
appears to have been to repay the principal and interest at fixed periods. 
The law regarding lending and repayment of loans seems to have been rather 
strict and it appears that both bad debts and usurious rates of interest were 
unpopular. Non-payment of debt perhaps met with greater reprobation 
and condemnation. 


15 Cambridge History of India, Vol. 1, p. 218. 
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I.21 Problems connected with moneylending assumed considerable 
importance in the first few centuries of the Christian Era (second to ‘fifth 
centuries A.D.). The importance of moneylending for the economic ad- 
vance of the country was recognised and Kautilyas’s Arthashastra called upon 
the king to regulate the interest rate and to lay down rules for creditors and 
debtors. The legal rate of interest on secured loans was fixed at 15 per cent 
‘per annum and that on unsecured loans at 60 per cent. Although rates 
twice or thrice the legal rate were charged in some cases, anything beyond 
60 per cent per annum was regarded as usurious and not recoverable under 
law. The rates varied, not according to the nature of the transaction or the 
risk of the security involved but in relation to the caste to which the borrower 
belonged. This was a period. of very sharp caste distinction and in a caste- 
ridden society it is natural that every activity—social, political or economic 
should be dominated by considerations involving birth and caste. 


1.22 According to Vasishtha, the rates of interest on unsecured loans 
were : 


Brahmans (priests) — 24-per cent per annum 
Kshatriyas (warriors) — 36 per cent per annum 
Vaishyas (merchants) — 48 per cent per annum 
Shudras (menials) — 60 per cent per annum 


1.23 The transition from moneylending to banking appears to have 
taken place by the second or third century A.D. The fact that Manu devotes 
separate sections to the ‘Recovery of Debt? and ‘Deposits and Pledges’, indi- 
cates that problems relating to’ moneylending had assumed importance. 
During this period people were enjoined upon to make deposits with res- 
pectable bankers. However, there is no reference to the payment of interest 
on deposits. Regarding the rates on advances, elaborate rules were made 
for safeguarding the interests of the borrowers, for instance, at any one time, 
interest claimed could not exceed the principal more than twice. On grain, 
fruit and animal loans, the interest rate ceiling was stipulated not to exceed 
five times the principal amount. 


1.24 The Laws of Manu bestowed wide powers on the creditors for the 
recovery of the debt. In short, this period is characterised as one in which 
the activities of the so-called banker-moneylender were well controlled and 
regulated. 


1.25 There is no live account of indigenous banking from the sixth 
to the sixteenth centuries. Some stray evidence is there to show that it was 
a profitable profession from the references to the wealthy Jaina bankers, two 
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of whom built the famous Dilwara temples. In the reign of Feroz Shah, 
bankers were reported to lend large sums of money to the State for payments 
to the army”. 


1.26 During the Moghul period indigenous banking was at its height, 
there was hardly a village in India without its moneylender or saraf. Details 
regarding the system of indigenous banking/moneylending are gleaned from 
the writings of Tavernier and from Mohamedan literature notably Ain-i- 
Akbari. These writings reveal the existence of multanis and sarafs, who 
financed trade and commerce, acted as bankers to the State and performed 
the additional function of a money-changer. The system of currency and 
coinage in operation at the time rendered money-changing a highly profitable 
business. The Moghul system of coinage afforded yet another occupation 
to the moneylending class, wiz., assaying of precious metals. Besides money- 
lending and changing, the bankers of that period financed trade by means of 
credit instruments. Foreign trade is reported to have been financed partly 
in cash and partly by bills drawn on Surat payable in two months”. — His- 
torical records of this period are replete with honours'* bestowed by the 
State on bankers for rendering distinguished services to the State, not only 
as officers of Royal Mints but for putting the Royal Treasury in funds. During 
this period, the State granted loans to the officials for financing needy bor- 
rowers. It was to check the growth of indebtedness at exorbitant rates of 
interest. This was then a period in which the indigenous banker enjoyed a 
preeminent position in society being the sole source of finance to the commu- 
nity in the absence of commercial banks. The political complexion of the 
country also enhanced the influence of these bankers. The dependence of the 
rulers and the government on this source of funds appears to have been consi- 
derable, with the result it was not uncommon to appoint indigenous bankers 
as revenue collectors and bankers-tothe- government. However, the very 
factors which contributed to their rise when the Moghul Empire was at the 
height of its glory, were also responsible for their decline with the break-up 
of the Moghul Empire. 


1.27 Nevertheless, when the British came to India in the 17th century, 
they found a reasonably well-established indigenous banking system. The 
English traders, however, could not easily avail themselves of the credit faci- 
lities extended by the indigenous system, as the business was conducted in the 
vernacular languages with which the British were not conversant. On the 
other hand, indigenous bankers were ignorant of the ways and methods of 
banking practised in the West. To overcome these difficulties, English 
merchant houses were set up which'itook upon themselves the business of 


16 Sir H. M. Elliot, The History of India as Told by Its Own Historians, Vol. iii, p. 282. 

17. The following rates have been mentioned by Tavernier: ‘At Lahore on Surat the exchange 
goes upto 6%, at Agra from 43% to 5%, at Ahmedabad from 1 to 14%, at Sironj to 3% 
at Burhanpur from 2$ to 3%, at Dacca to 10%, at Patna from 6 to 8% and at Benaras to 6%. 

18 Emperor Aurangzeb honoured Manikchand with the title of Seth. Likewise his adopted 
son Fateh Chand was bestowed the title of Jagat Seth (World banker by Emperor Farruksiyar). 
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banking in addition to commercial and trading activities. The outcome 
was that the foreign trade of the country passed into the hands of British 
financial institutions. On the political front, the advent of the British coin- 
cided with internal dissensions and internecine disputes which led to the 
downfall and dismemberment of the Moghul Empire. The disturbed poli- 
tical situation in the country affected trade and commerce and this in turn 
adversely affected credit business of indigenous agencies, 


1.28 However, funds were required to finance the wars and indige- 
nous bankers contributed, in no small measure, in providing much needed 
funds to the British administrators. 


1.29 When the British acquired political control of the country they 
realised that the system of appointing indigenous bankers as revenue collectors 
was detrimental to the revenue of the State and hence the system of revenue 
collection by these agencies was abolished in 1778. Thus, indigenous bankers 
were shorn of much of their glory’®, The unsettled political conditions 
prevalent in the country had ruined their business and there were numerous 
instances of the claims of indigenous bankers. on rulers of Indian States being 
dishonoured. The political upheaval in the country forced people to hoard 
their wealth and the deposit business of indigenous agencies was affected. 
Further, in 1835 a uniform currency was established throughout British India, 
As a result of this currency reform, indigenous agencies were deprived of a 
lucrative source of income emanating from the business of money-changing. 
At the same time, to meet both the administrative requirements and demands 
of trade, the need was felt for credit institutions of the western type and this 
led to the creation of government treasuries and to the emergence of European 
banking institutions. 


1.30 In all these ways, the coming of the British had an adverse impact 
on the business of indigenous banking agencies. But, even so, they were not 
driven out of business. These agencies survived because they maintained 
a separate existence without establishing any link with the early European 
banks. Each system had a distinct and separate character and a function 
of its own. The indigenous bankers concentrated on providing credit to the 
agriculturists and the artisans and finance for internal trade, while the foreign 
banks were preoccupied with financing external trade and providing remit- 
tance and deposit facilities. Initially, the two systems kept apart but in 
recent times some indigenous bankers have established contacts with the 
commercial banks through bill discounting facilities and in this manner found 
it necessary to increase their capital resources. 


1.31 Hitherto, commercial banking was concentrated in metropolitan 
areas and the more important upcountry commercial centres, for it was there 








19 L.C. Jain, Indigenous Banking in India, p. 19. 
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alone that opportunities existed for suitable investment and deployment. of 
bank funds. Branches of commercial banks acted more as deposit centres 
and feeders to the head office. Thus, a very large proportion of the credit 
requirements of the rural and semi-urban and even urban areas continued 
until recently, to be met by indigenous financial agencies. With the ex- 
pansion, reorganisation and institutionalisation of credit machinery, however, 
the question has to be examined afresh whether these agencies should be 
discarded for the objectives of planning; if not, what is the role that they 
might be legitimately expected to play in the future development of the 
country ? 


Cuapter II 


STRUCTURE, FUNCTIONS AND METHODS OF 
OPERATION OF INDIGENOUS BANKING AGENCIES 


II.1 Considering the controversial nature and the potential ‘appeal 
of the subject to many, available literature on the indigenous financial system 
is exceedingly scanty. The Central and Provincial Banking Enquiry Com- 
mittee Reports, no doubt give some valuable information regarding the 
working of the various agencies. But with the passage of time much of the 
information has become outdated. The other comprehensive and standard 
study on the subject made by L.C. Jair also belongs to the same category— 
it was conducted more than 40 years ago. There are a few articles and books 
which primarily deal with the nature of activities of the various indigenous 
banking agencies'. However, none ofthe available literature on this subject 
gives quantitative information,in any comprehensive manner with regard 
to iridigenous bankers, for instance, the total number of indigenous bankers 
in the country, capital employed in the business, total volume of the business, 
extent of bad debts, extent of déposits, earnings and expenses, etc. Most 
of the material supplied by the associations of indigenous bankers, such as 
multanis and shroffs is descriptive. The All-India Rural Credit Survey* 
did attempt to obtain quantitative information regarding owned funds, de- 
posits and borrowed funds to assess the financial position and contribution 
of these agencies to the economy, but the Survey records that the response 
of indigenous bankers was particularly unsatisfactory and most of them failed 
to furnish the information. 


11.2 The explanation perhaps is to be found in the peculiar relationship 
which exists between the indigenous banker and his customer. By theif very 
nature, the relations are informal and because neither the financier nor the 
recipient of funds is anxious to publicise what goes on, the operations of 
indigenous bankers are shrouded in mystery. The veil of secrecy which 
surrounds the operations of these financial agencies has rendered difficult 
any attempt at quantification. 


II1.3 The Study Group, too, encountered similar difficulties in obtaining 
quantitative data; however, its efforts met with some measure of success, in 








1 For example : 
G. Karkal, Unorganised Money Markets in India. This book deals at. length on functions, or- 
ganisation and role of indigenous bankers. 
H. T. Parekh, The Bombay Money Market. 
V. Krishnan, Indigenous Banking in South India. 
3 All-India Rural Credit Survey Report, Vol. 1, part 2, p. 505. 
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that it was able, with the co-operation of the various indigenous bankers’ 
associations, to get the balance sheets and certain basic data relating to the 
operations of some of these organised indigenous banking firms. The other 
tool employed for the study of these agencies was the method of personal 
interviews and field inquiries supplemented by scrutiny of government re- 
cords. Information available from the records of commercial banks as also 
the analysis of the replies to the Banking Commission’s questionnaire to the 
commercial banks has given valuable insight into the problems of indigenous 
banking. The other source of information regarding the activities of these 
financial agencies is the borrowers themselves: their reactions have been 
gauged from replies obtained to the Banking Commission’s Surveys of Small- 
scale Industries and Small Artisans*. Despite the diverse sources, there is a 
dearth of statistical information covering this part of the financial system. 


II.4 Indigenous bankers are not required to register themselves under 
any law, and they are outside the pale of central bank control. Neither is 
there any other authority which calls for or compiles data relating to their 
operations. Statistical gaps in the data are thus inevitable. With indigenous 
bankers distributed unevenly over the country, and since a part of the data 
that have been gathered on this.subject are limited by being derived from in- 
terviews with a small number of indigenous bankers, it has not been possible 
for the Study Group to get a complete picture of the totality of their opera- 
tions. However, to the extent these indigenous banking agencies are linked 
to the organised money markets, an attempt has been made to study their 
operations in greater detail and assess the impact of their operations on the 
economy. 


NUMBER AND DisrRiBUTION OF INDIGENOUS BANKERS 


11.5 There is no reliable source which gives an all-India figure of in- 
digenous bankers. In the Census of India, the classification according to 
populations makes no distinction between bankers and moneylenders. All 
that is given is the total number engaged in ‘Banking’, ‘Moneylending’ and 
‘other Financial Business’, The number of this Group according to the 1951 
Census Report was 2,65,598, but this covers insurance agents, money-changers, 
bank managers, etc. The independent workers in the category would by 
and large represent the moneylenders and indigenous bankers. Their 
number in 1951 was 35,506. In the 1961 Census, the classification is according 
to urban and rural areas but a break-up is provided of moneylenders, pawn- 
brokers and indigenous bankers. The All India 1961 Census places the 
number of moneylenders including indigenous bankers at 33,939. State- 
wise distribution indicates that the largest number of moneylenders including 
indigenous bankers were in Rajasthan (6,191) followed by Andhra Pradesh 
(4,744) and Uttar Pradesh (4,327). These are the underbanked States where 


* Technical Studies prepared for the Banking Commission, Vol. I, Reserve Bank of India, 1972, 
pp. 470-608. 
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commercial bank facilities have been generally poor. For instance, out of 
7,648 offices of commercial banks at end-1968 in the country, only 528 or 
about 7 per cent were located in Andhra Pradesh. Field surveys of the State 
have indicated that this is a rich agricultural region, where the agriculturist 
moneylender is in a monopolistic position. The same is true of Rajasthan 
where the growth of commercial banking has been rather slow. This explains 
the preponderance of moneylenders particularly in the rural areas of these 
States. 


II.6 On the other hand, in the commercial areas of the country and 
the metropolitan cities of Bombay, Calcutta, and Madras, the Census figures 
indicate a clustering of the indigenous bankers in urban areas. For instance, 
in West Bengal and Mysore, well ever 80 per cent and in Maharashtra, 
Madras and Gujarat between 66 per cent and 78 per cent of the total number 
of indigenous bankers and moneylenders are in the urban areas. This is 
contrary to the general impression that indigenous financial agencies restrict 
their activities to the rural areas. In fact, most of the indigenous agencies 
in organised form appear to centralise their activities in the urban areas 
(vide Statement I). 


II.7 A more recent estimate of indigenous moneylenders and bankers 
is not available. However, from the information relating to the number of 
licensed moneylenders available in the review of moneylenders legislation 
prepared by some of the States, it would appear that there has been a gradual 
increase in the number of licensed moneylenders. In the seven States® for 
which the data are available, their number according to this count is 25,103. 
As for the indigenous bankers, their number has been estimated on an 
all-India basis to be in the neighbourhood of 2,500‘. These include multani 
shroffs numbering around 400, Gujarati shroffs 350, Chettiar firms numbering 
50 and the Assam ‘kayas’ numbering about 400. Except for the kayas, all the 
rest are members of their respective associations of indigenous bankers. Mem- 
bership records show a figure of around 1,200. In addition, there are indi- 
genous bankers in every group who, for one reason or the other, are not mem- 
bers of the association. From informal discussions with knowledgeable per- 
sons in this business, it appears that it would be reasonable to assume that there 
are as many non-members as there are members who are engaged in this 
business. On this reckoning, the total number of indigenous bankers operat- 
ing in the whole of India could be estimated to be in the region of 2,000 to 2,500. 


II.8 So far as moneylenders are concerned, their number is larger 
than indigenous bankers and their area of operation covers the entire country, 
every village and town having its own variety of moneylender. But the 
case with indigenous banking as distinguished from mere moneylending is 


3 Based on the information provided by the Registrars of Co-operatives in the States of Maha- 
rashtra, Gujarat, Mysore, Rajasthan, West Bengal and Tamil Nadu, and the Union Territory of Delhi. 
4 In the opinion of some, the number is much larger. 
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different. By and large, indigenous bankers are urban-based and have not 
penetrated into the rural areas. While some have been prominent in areas 
where the growth of commercial banking has been slow (for example in 
Assam), larger number of them have been active in areas where development 
of commercial banking has been rapid, for instance, the multani bankers 
have concentrated their activities in the metropolitan areas of Bombay and 
Madras while the Gujarati shroffs have been active in the industrial areas 
of Bombay, Gujarat and Saurashtra. Another area where indigenous bankers 
are important is south-west of India, viz., Malabar, Salem, Coimbatore, 
Cochin and Madurai. Despite the fact that these areas are relatively well 
provided with banking facilities, indigenous bankers, too, have been active 
in these areas. This is indicative of the high level of economic activity in 
these regions which has been able to sustain the growth of all credit agencies, 
the old and the new. 


II.9 The geographical distribution of indigenous bankers brings to the 
fore the sparsity of indigenous banking facilities in the north. Somehow, 
indigenous banking in organised form has not taken root in the north and the 
entire concentration has been in the-west and the south. This is not to sug- 
gest that there are no indigenous»bankers’in the rest of India®, There are 
a few private bankers scattered in West Bengal, Delhi, Rajasthan and Madhya 
Pradesh, but they do not operate in large numbers and are not in any organised 
form. For example, there were multani bankers in Calcutta but owing to 
political uncertainty and disturbances, most of the multani firms operating 
in Calcutta have closed down and transferred their business to Madras, Bom- 
bay and elsewhere. The multani bankers, although they hail from Shikarpur 
(Sind), have migrated in large numbers to Bombay and Madras and deve- 
loped their business in these regions. ‘The explanation for the concentration 
in certain areas seems to lie in the fact that the multani has preferred to go to 
those areas of the country which have a good record of financial discipline. 
The ‘sanctity of the due date’ a cardinal feature of this business in Bombay 
and other places in the south, it is feared, may not be religiously adhered to in 
areas where financial discipline is yet to become ingrained in the people. 
By and large, the multanis prefer to operate in an environment where the 
unwritten code of honour is respected. The distribution of indigenous 
bankers and their concentration in specific areas of the country suggest that 
they have flourished in regions characterised by a certain measure of stability 
and growth and eschewed areas where discipline and business integrity are yet 
to develop. 


ORGANISATION OF INDIGENOUS FINANCIAL AGENCIES 


II.10 As mentioned at the outset, the indigenous financial system 
comprises moneylenders and bankers who represent credit institutions of 





5 According to the All-India Rural Credit Survey Report, there are indigenous bankers in Rajasthan, 
Uttar Pradesh, Madhya Pradesh and West Bengal. 
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indigenous growth. Although moneylending agencies are outside the purview 
of this study, a brief reference to their organisation, methods of operation, 
etc., is necessary as a backdrop for the proper understanding of the ways and 
the extent to which the indigenous financial needs of the different classes of 
borrowers are met. 


Moneylenders 


II.11 At the base of the credit structure is the moneylender. He gives 
finance for consumption purposes as well as for the requirements of the pro- 
ducer-agriculturists, The village moneylenders have held sway in the coun- 
tryside for centuries providing finance for the agriculturist and the village 
artisan. Their business technique and mode of keeping accounts are on the 
whole simple though there is much diversity of practice as between money- 
lender and moneylender, as between types of transaction and from region 
to region. The security for an advance is either the person of the cultivator 
himself or the standing crops. It is, therefore, not surprising that the system 
has lent itself to abuse. Conspicuous or rather socially compulsive spending 
was often the purpose of the borrowing; combined with exorbitant interest 
rates and the agriculturists’ low earning capacity, indebtedness became an 
endemic disease of the rural society. So far as moneylending is concerned, 
all those who have spare cash, finance the agriculturists by advances in cash 
or kind. A professional moneylender is one who earns a substantial part 
of his income from moneylending®. All other moneylenders are classified 
as non-professional since a large part of their income is derived from other 
business, income from moneylending being» relatively less important. 


II.12 In the case of moneylenders, the basis of classification generally 
adopted is the place of operation of the moneylender, wz., the village or the 
town. The differences between the trade practices and conventions of village 
moneylenders and town moneylenders are striking. Village moneylenders 
lend money to the needy inhabitants of the village and advance corn or seeds 
to the village cultivators. Generally, most of the village moneylenders make 
advances in kind ; some even sell cattle on credit to the cultivators. Cash 
loans are given against the security of crops but these are for short durations 
and in small amounts (not exceeding Rs. 500).’ Village moneylenders 
operate with their own capital and negotiable instruments such as hundis 
and cheques do not figure in their transactions. The village moneylenders 
have hardly any deposits. This is borne out in the Rural Credit Survey 
Report where 95 per cent of the village moneylenders reported that they were 
not accepting deposits. 


II.13 Town moneylenders concentrate their activities in urban areas. 
Even among the town moneylenders there are small moneylenders who con- 





6 All-India Rural Credit Survey Report, Vol. 1, Part 2, p. 1. 
1 «Royal Commission on Agriculture in India, 1927. 
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fine their activities to the limits of the town while the trader/merchant money- 
lenders with larger resources operate through a number of branches and 
agents in various towns. The smaller urban moneylenders with limited 
resources generally make small loans primarily for consumption purposes 
to labourers, artisans, etc. But the big urban moneylenders with large 
resources mainly provide loans for financing trade and commerce. In towns, 
credit requirements for trade and commerce are high and moneylending is 
a lucrative business for the trader/merchant moneylender who constitutes an 
important source of credit. Most of the advances are unsecured short-term 
advances to finance the movement of goods from one centre to another. Urban 
moneylenders do not give loans in kind but always in cash; grain 
loans, as in the villages, are virtually unknown in the towns. A large propor- 
tion of urban moneylenders ascertain the purpose for which loans are required, 
although only a small proportion of them keep a watch over the actual utilisa- 
tion of loans. Nearly 80 per cent of the urban moneylenders who responded 
to the Rural Credit Questionnaire stated that they stipulated a definite period 
for repayment of loans, although an overwhelming proportion of moneylenders 
stated that there were defaults in repayment of loans within the stipulated 
period. However, the proportion of-bad and doubtful debts was not high ; 
nearly 65 per cent of the urban moneylenders who reported such debts, 
stated that only 10 per cent or less of the total amount lent was considered by 
them as doubtful. Even among urban moneylenders, very few accept deposits* 
and on an average deposits formed’ less than 20 per cent of their owned 
resources. 


Pawnbroker 


II.14 Yet another system of moneylending is pawning or ‘girvin’, i.e., 
lending of money against the pledge of gold, jewellery, silver, copper or brass 
utensils. Anyone in need of money gocs to the moneylender with some 
ornaments or utensils, and pledges them as a security for loan. This is a 
daily feature among the village and small town folk. In the case of gold 
ornaments, a margin of 30 per cent and in the case of silver, a margin of 50 
per cent is kept in advancing any loan. Because there is a large cover of 
40 to 50 per cent, there is hardly any bad debt, for the goods pledged are often 
redeemed and the cover in any case is large enough to yield even an extra 
profit. 


II.15 In Madras city, the vegetable trade is largely financed by small 
marwari pawning shops. The vegetable vendors get accommodation by 
pledging their jewels or clothes. The amount of loan varies from Rs. 5 to 
Rs. 20 and rate of interest from 1 paisa to 2 paise per rupee per day, the 
borrower agreeing to pay the interest and principal amount at the end of the 
day. The next day, the loan is renewed subject to the same conditions, 





8 Out of the 2460 urban moneylenders who answered the questionnaire, only 14 per cent 
(333) said that they accepted deposits—All-India Rural Credit Survey Report, Vol. 1, part 2, p. 602. 
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II.16 The State of Tamil Nadu has an Act—the Tamil Nadu Pawn- 
brokers Act, 1943—which seeks to regulate the activities of pawnbrokers. 
Every pawnbroker operating in this State is required under this Act to take 
a licence to carry on business as a pawnbroker. He is required to maintain 
certain books and is allowed to charge interest in respect of a loan on a pledge 
at a rate not exceeding 12 per cent per annum, (2.e., one paisa per rupee per 
month, simple interest). The administrative report on the working of this 
Act shows that, 7,364 licences were renewed as at end-1969 and 1,425 fresh 
licences issued to persons engaged in this activity. The largest number of 
licences were operative in Madras district (1,748) followed by Madurai 
(1,268), Chingleput (1,125). Tiruchirapalli (1,083) and Thanjavur (1,003). 


Indigenous Banker 


II.17 Both the moneylender and the indigenous banker make loans ; 
but unlike the former, the indigenous banker also, deals in credit instruments 
and/or receives deposits. He has a larger working capital than the money- 
lender, made up of owned as well as borrowed funds. Whereas, both the 
indigenous banker and the moneylender make clean loans and partly secured 
loans, some indigenous bankers. make only secured advances. Repayments 
to the banker are more regular and the rates of interest charged by him are 
lower than in the case of the moneylender who lends for heterogeneous pur- 
poses and incurs a larger risk. The indigenous banker deals in credit instru- 
ments which have to be met on demand or on the due date. He is, there- 
fore, reluctant to finance agriculture where fortunes are apt to fluctuate 
with the vagaries of the monsoon. He prefers to provide short-term accom- 
modation rather than keep the capital tied up for indefinite periods because 
short-term lending ensures quick turnover of the capital. Further, the indi- 
genous banker is reluctant to entertain very small advances in order to keep 
his overheads at a minimum. Compared to the moneylender, on an average 
he prefers to lend larger amounts to a smaller number of clients. For all these 
reasons, the indigenous banker has avoided making advances to agriculturists 
who often require small sums of money for indefinite periods. In the rural 
areas, therefore, the necessity for the moneylender has been keenly felt ; 
and despite the Government’s emphasis on the co-operative movement, the 
moneylender has survived because of the inelasticity, delay and inadequacy of 
co-operative finance. 


II.18 The indigenous banking profession is looked upon as hereditary 
and it is also by and large confined to a few castes and communities, such as 
the multanis, the shroffs and the marwaris in Western, Central and Northern 
India ; and the Sindhi multanis, the Nattukottai chettiars and the brahmins 
of Kallidaikurichy in South India. However, many writers deny them the 
appellation of bankers and classify them as moneylenders. By our definition, 
they are clearly bankers, inasmuch as they are financial intermediaries who 
deal in short-term credit instruments, ziz., hundis, although some of them 
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do not perform the other rather important function of a banker, viz., the 
receiving of deposits against which cheques can be drawn. All indigenous 
bankers besides making advances, drawing and discounting hundis, discharge 
several other functions such as transmission of money from place to place, 
receiving of deposits, giving letters of credit to merchants requiring finance 
at several trade centres, etc. Quite a number of indigenous bankers combine 
banking with trade or banking with commission agency business or with hire- 
purchase financing. Thus, bankers, qua-bankers or pure bankers are not 
quite so numerous as bankers-cum-traders or commission agents’. The 
finest examples of pure bankers are the Gujarati shroffs of Ahmedabad and 
the multanis. Among the shroffs of Bombay, chettiars and marwari kayas, 
very few are engaged in pure banking. The combination of allied businesses 
with banking is found among most of these groups, but the nature of such 
business varies with different classes of bankers. For instance, Gujarati 
shroffs of Bombay besides being bankers are flourishing traders and com- 
mission agents, purchasing and selling goods on their own and their custo- 
mers’ accounts. 


FUNCTIONS AND ORGANISATION oF INDIGENOUS BANKERS 


II.19 The system of indigenous banking is an institution by itself. 
Its development has proceeded along the lines suited to the innate commer- 
cial and financial needs of the people, their local requirements, customs and 
traditions. In essence, these bankers perform functions analogous to a modern 
bank (if not on the same scale), ziz., receiving of deposits on current and fixed 
accounts, buying and selling of hundis—demand and usance—remittance 
of funds and in some cases accepting valuables for safe custody. Chequeable 
deposits and term finance provided by commercial banks, however, are features 
not discernible in indigenous banking. Indigenous bankers primarily finance 
inland trade—retail and wholesale—and with the fast changing industrial 
environment, a number of them have moved into new lines of industrial 
activity by financing the working capital needs of the small-scale industrialist. 


II.20 The normal business of the indigenous banker is to finance trade 
including the movement of agricultural crops such as cotton, oilseeds, sugar, 
etc. Direct loans to agriculturists for agricultural inputs are not given. 
The clients of indigenous bankers are mostly non-agriculturists'®, This 
is also borne out in the Punjab Banking Enquiry Committee Report which 
has stated that indigenous bankers played no part in financing land improve- 





9 According to the All-India Rural Credit Survey Report, out of 199 bankers responding to the 
questionnaire, only 39 or 19 per cent reported that they were pure bankers; as many as 118 of the 
bankers reported that they were also traders in agricultural commodities or general merchants, while 
48 replied that they were also brokers or commission agents or both. Goldsmiths and jewellers among 
the bankers numbered 18 (Vol. I, Part 2, pp. 506-507.) : 

10 According to Krishnan, out of the 813 pass books that he examined of the hundi merchants 
on 3 per cent of the customers were agriculturists. See V. Krishnan, Indigenous Banking in South India, 
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ments!?, The financing of agriculture is almost entirely in the hands of the 
co-operatives and the moneylenders. The indigenous banker indirectly 
finances agriculture through the agency of the village moneylender who 
has recourse to the small town banker, tosupplement his often meagre resources. 
On the other hand, the artisan and the small urban trader resort to the indi- 
genous banker, who makes advances either against security or on personal 
credit. 


II.21 There is much diversity of practice even among the different 
castes and communities of bankers, types of transactions financed and the 
methods adopted to finance them. These are described later. 


II.22 In the urban areas, particularly in the metropolitan cities of 
Bombay and Madras, the services of the indigenous bankers are widely used. 
This is in part because of limited alternatives. Commercial banks’ lending 
to retail trade has accounted for a very small proportion of their total credit 
disbursements. This section of the community has, therefore, had to rely 
on indigenous bankers to meet its credit requirements. Even where regular 
bank facilities or special small industry) financing programmes are effective 
alternatives, it appears that the small industrialists prefer the lending methods 
of indigenous bankers to those of banks and government agencies. Indi- 
genous bankers give prompt, flexible, informal and personalised service. 
Collateral is often left in the possession of borrowers so that its productive 
use is not impeded. Although rates of interest may be high in relation to 
those charged by banks, the loan is otherwise tailored to meet the individual 
borrower’s needs. Also, funds are often provided on a risk basis and risk 
financing is often what the small man needs, 


II.23 The absence of formality and delay in conducting business and 
springing from this, the easy accessibility and the special facilities the indi- 
genous banker offers to his customers, have made the indigenous banker’s 
services much sought after. His more flexible lending policy is facilitated 
by his close personal knowledge of his clients, giving him an edge over his 
institutional counterparts with their more formal methods of working. 


11.24 Aside from the broad differences already noted, transactions 
financed by indigenous bankers are less subject to standardising influence of 
laws, since they are usually small and numerous, informal and unpublicised. 


11.25 The system of indigenous accounting is not only reputed for its 
antiquity, but also for its simplicity and efficiency. A banker generally keeps 
three principal books, viz., (2) a cash book (rokad bahi), (ii) a journal (nakal 
or khara bahi) and (ii) a ledger (khata baht). Apart from the three principal 
books there are other supplementary books such as the Jokham book which 
gives clientwise details of the loan transactions. 





11 Punjab Banking Enquiry Committee Report, p. 88. 
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11.26 The more organised of the indigenous banking communities 
such as the multanis and the Gujarati shroffs have their own associations at 
various centres. The function of these associations is to provide a ready means 
of effective consultation on joint matters which have a close bearing on the 
interests of indigenous bankers. These associations also help to promote 
exchange of ideas and information among its members and to encourage the 
adoption of uniform standards of service. For instance, each association 
fixes interest rates from time to time and makes it obligatory on its members 
not to do business at rates higher than those agreed upon by the association. 
The associations also act as forums for the ventilation of the grievances of its 
members and in solving disputes among its members and between members 
and the parties they deal with. 


ORGANISATION AND FUNCTIONS OF DIFFERENT CLASSES OF INDIGENOUS 
BANKERS 


II.27 This section is devoted to a detailed description of the different 
types of indigenous banking communities, their methods of operation and the 
distinctive features of their business. 


Shikarpuri Shroffs or Mulianis 


II.28 The Oxford dictionary gives one meaning of shroffs ; ‘native 
expert employed to detect base coin’... Herein lies an indirect tribute to this 
well established institution. Shroffs are native to the soil, whether they 
claim Shikarpur or Multan as their home. Shikarpuri shroffs have been 
playing, for generations, a vital role in the economic life of the sub-continent. 
It was from Shikarpur in Sind that they transacted business with places in 
the north-west such as Bokharo, Khurasan, Kandahar, Kabul, Teheran and 
Kashgar. They even had offices at some of these places. At most of these 
places one of their activities was to lend money on interest to local traders, 
shopkeepers, etc. It may be pointed out that their early activities were 
merely moneylending activities quite distinct from the hundi system of today. 


II.29 As the multanis extended the geographical area of their opera- 
tions to far off places and places in South India, they felt the need for trans- 
porting funds from Shikarpur to those places and this was linked with trad- 
ing activities. When the banks came on the scene, the business of transfer 
of funds lost its attraction and they took to another form of banking activity, 
viz., the ‘khata’ business. Current accounts were opened in the name of 
business and trading concerns and advances were made to them according to 
their credit and capacity. From current account to lending against hundi 
for a fixed period (usually three months) was but a small step”. 





42 “See, Commemoration volume, Shikarpuri Shroffs Association, p. 18. 
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II.30 Originally, their headquarters was Shikarpur in Sind but they 
came to Bombay one hundred years ago via Multan and today Bombay is 
their principal area of activity although they have spread to a number of 
important cities and towns in peninsular India, viz., Madras, Salem, Calicut, 
Vijayawada, Bangalore and Coimbatore. 


II.31 Multani shroffs constitute a compact segment of indigenous 
bankers and among the indigenous banking classes they rank foremost being 
urban-oriented and closest to the organised money market complex. Forty 
years ago, this class of bankers was of minor importance in Bombay". There 
were hardly 10 firms in Bombay in 1929 and 21 firms in 1944. However, 
after the partition of the country, their numbers began to grow as they gra- 
dually shifted their principal area of operation from Shikarpur to Bombay. 
At present, there are as many as 253 firms operating in Bombay and on an 
all-India basis there are close to 400" firms; with 58 firms having branches 
at one or other of the major cities. In addition to Bombay there are 77 firms 
operating in Madras, 29 at Bangalore, 21 at Coimbatore, 19 at Secundera- 
bad, 15 at Tiruchirapalli, 10 at Calicut, and 9 each at Salem and Vijaya- 
wada. However, they have been operating so far only in the major cities 
of the country. 


II.32 Since Independence, the multani shroffs have been playing an 
important part in the credit system. They have performed the role of success- 
ful financial intermediaries in providing credit to certain sectors of the eco- 
nomy, viz., small-scale industry and retail trade—sectors which for various 
reasons did not have connections with the more sophisticated institutions 
purveying credit. Their usefulness in providing credit to these sectors from 
time to time has been recognised by various committees and eminent autho- 
rities!®, 


II.33 Flexibility of operations and expeditious availability of credit 
are the main attractions of multani finance. They are truly mobile ; they 


13 L. CG. Jain, in his book has referred to the Multanis as bankers of minor importance who 
flourish in the South. 

14 Based on the statistics furnished by the Sindhi Bankers Associations. 

15 To cite a few examples: Shroff Committee: “. . . . No body who has even a casual acquain- 
tance with the working of the Multani transactions can ever dispute the fact that apart from the or- 
ganised banks they play an important part in financing the small trade, commerce and industry of this 
country. The banking structure of this country is organised on lines of orthodox commercial banking 
and there are certain types of risks which the normal commercial banks cannot be expected to take.” 

S. K. Wankhede, Minister of Finance, Government of Maharashtra: “Shikarpuri Shroffs were 
among the first indigenous bankers who provided capital to small entrepreneurs. The very fact that 
they have still retained their own inspite of the progress in Indian Joint Stock and Co-operative Bank- 
ing goes to prove their utility in the money market’. 

R. L. Davidson, First National City Bank: “The contribution of Shikarpuri Shroffs to the flow 
of funds in the retail and small industry sectors has helped make it possible for the economy as a 
whole to prosper”. 

R. K. Talwar, Chairman, of the State Bank of India: ‘The Shikarpuri Shroffs have long been 
a very important part of the credit system’’. 

T. D. Kansara, Chairman, Bank of India: ‘“Twenty-five years of efficient handling of the genuine 
financial needs of a sector of the mercantile community of Bombay is an achievementwefawhich the 
Shikarpuri Shroff Association can rightly be proud”. 
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get their clients through personalised service rather than make the 
clients queue at their doors. The commercial banks in less developed coun- 
tries are too thinly staffed to undertake any extensive personalised service 
or provide extensive informational assistance to their customers. Among the 
reasons cited for the small man not availing of bank finance are the protracted 
negotiations and voluminous paper work required to convince the bank 
authorities that his is a bankable proposition. On the other hand, finance 
provided by the multani bankers is ‘instant’ finance. Multani advances on 
hundis to borrowers are based on the percolation of retail credit to the.small 
trader and industrialist. Generally, it takes about half an hour for any 
borrower to get an advance from a multani shroff with the result the money 
is available to a borrower immediately either for the purchase of raw materials 
or to clear bills in the banks or pay wages or taxes without his having to face 
problems arising from lack of finance’, 


II.34 Unlike other indigenous bankers, the multani bankers, as a rule, 
do not accept deposits. However, they do accept deposits from friends and 
relatives but deposits form a small proportion of the total capital employed 
by the multani shroff. Interest on deposits has ranged from 6 to 10 per cent. 
Although, the multani shroffs refrain from accepting deposits in cash from the 
public they afford facility of investment to private parties of their funds in 
short-term bills by selling bills held by the shroffs in their portfolio. This 
business is commonly known as ‘purja’ business. The amounts involved in 
such a transaction varied from Rs. 500 to Rs. 5,000 per person purchasing 
such ‘purjas’. This practice enabled the small] man to invest his funds at a 
reasonable rate of interest (the interest rate usually being slightly lower than 
the bill discounting rate of scheduled banks) with a certain measure of safety 
for his capital as he got a purja with two good signatures in exchange for his 
deposit. Further, the depositor can withdraw his capital, if he considers it 
unsafe as soon as the currency of the hundiis over. In short, ‘purja’ is a hundi 
executed by the Multani Shroffs—banker’s hundi. According to the Multani 
Bankers Association the sale of ‘purjas’ led to a mopping up of idle resources 
of the small man who normally would not deal with banks but would prefer 
to deal with a multani whom he knows personally. According to one esti- 
mate, in 1954 when the purja business was at its height, funds amounting to 
Rs. 10 crores were involved in this business ; in 1964 the business declined to 
Rs. 5 crores. After 1964, the practice of the sale of purjas has to a large 





16 A leather merchant was interviewed and he stated that although he enjoyed borrowing 
facilities with the commercial banks, he was a regular customer of the multani banker for the following 
reasons: banks were often unable to meet his full requirements. Secondly, when funds are needed 
to meet unforeseen expenditure, the tardy procedure of the banks affected his business. For exam- 
ple, exports of leather were affected because of the recent port strike at Madras and as a result pay- 
ments due to him were held up. However, he needed funds to buy the raw material; banks no doubt 
would have accommodated him but his request would have taken at least 2 to 3 months to materialise. 
On the other hand, the multani banker met his critical need almost immediately by a mere telephone 
call. Even though funds provided by the multani are costlier, the exporter was willing to incur this 
additional cost, for, in the ultimate , analysis, his production remained, unaffected: which for want 
of timely finance would have suffered a setback. 


27 


extent been discontinued as the income-tax authorities have frowned on the 
practice and refused to accept the genuineness of the sale of ‘purjas’)’. 


II.35 Their lending is based on personal assessment of the creditworthi- 
ness of the borrowers. Seturity hardly plays any part in this, all advances 
being clean advances. The multani hundi business is entirely unsecured. 
The multani bankers’ main emphasis is on liquidity of credit. The scru- 
pulous manner in which the hundis are retired on due dates is a special feature 
of this business. The business of multanis depends solely on the stipulation 
that borrowers honour hundis on due dates. This enables the commercial 
banks discounting the hundi to confidently count upon the amount of money 
which would daily flow into the bank’s coffers. In the event of any drawer 
defaulting, the endorsers, that is multani bankers, would immediately make 
the payment. Once a party fails to repay the loan on the due date, the 
entire multani market is aware of the default. Furthermore, if any borrower 
or drawer of the hundi is reported to be in financial difficulties, the multani 
banker of his own accord withdraws the hundis drawn by such a party from 
the bank, himself paying the amount to the commercial bank even before 
its due date. 


II.36 Since hundi is a 90 day instrument, it provides a profitable 
short-term liquid form of investment to the banks. Banks are always in a 
position to have their entire multani hundi portfolio liquidated within 90 days. 
In fact, the banks’ other unsecured advances do not readily afford the same 
degree of liquidity. In this respect, the experience of the banks has been 
highly satisfactory, for even in periods of financial stringency, bad debts from 
the standpoint of the commercial banks’ holdings of multani hundis are 
practically non-existent. Furthermore, the multanis have developed a 
system of sharing risks. A borrower’s requirements may be large, in which 
case several multanis collectively finance his credit needs. The retention 
of risk of any one borrower by an individual multani banker has always 
been small varying from Rs. 2,500 to Rs. 10,000. This means that if there 
are defaults, no single banker gets into crippling financial difficulties. 


II.37 The multani bankers are most particular about the creditworthi- 
ness of their customers. They set a maximum limit for each borrower and 
every quarter they review and reconsider this limit in the light of credit rating 
and past record of the borrower. In the metropolitan cities of Bombay and 
Madras where there are a large number of trading and industrial firms, it 
is not possible to know the correct credit rating of all the borrowers. At 
these places, therefore, the multani bankers operate through the medium of 





17. A malpractice at one time common in this business was the ‘havala’. In case a party had 
black money and wanted to utilise the same, he would approach a Aavala banker, sign a hundi and at 
the same time get the discharge at the back of the hundi as a receipt for payment and keep the hundi 
in his own possession. In reality the havala banker does not give any money to the party but merely 
passes an entry to that effect in his books of accounts. For this bogus entry he is paid a nominal 
interest. However, havala transactions have diminished considerably in recent years. 
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brokers. In Bombay, there are nearly 300 brokers but the number of regis- 
tered brokers on the rolls of the Shikarpuri Shroffs Association is close to 
240, of which 200 are active. Most of the hundi brokers are from Shikar- 
pur and known to the multani shroffs. The function of the broker is to bring 
about liaison between the borrower and the banker. A broker remains in 
constant contact with the would-be borrower and when the latter is in need 
of funds the broker brings the name of the prospective borrower to the multani 
shroff. The broker apprises the multani banker of the financial standing of 
the borrower, his capital, his borrowings from other sources and the credit 
rating enjoycd in the market. If the multani banker is convinced that it is 
budgetarily a sound proposal, he will advance the loan, but only after making 
his own independent and discreet enquiries about the borrower from market 
sources. In granting an advance, a multani banker will take into account 
the prospect of the trade and industry of the borrower, and the viability of 
his project. So long as the loan is repaid on the due date, the presumption 
is that it is used for productive purposes though there is no means of knowing 
the leakage of such financing to non-productive purposes. In cities like 
Bangalore, Mysore and Coimbatore where there are no brokers, the shroffs 
deal directly with the borrowers andit\is the personal contact and intimate 
knowledge of the borrower that:acts as the biggest safeguard for the shroffs. 


11.38 The modus operandi for the disbursement of the loan is that an 
account payee cheque is paid to the broker who on the following day takes 
the signature of the borrower on the hundi and delivers the hundi to the mul- 
tani banker. The brokerage is 1.5 to 2.4 per cent per annum or 10p. to 
20p. per Rs. 100 a month, depending on the standing of the party, the place 
of business, etc. Ifthe place of business is far off in the suburbs, the brokerage 
is generally higher. The incidence of the brokerage is borne by the borrower. 
According to usage, an additional about 1 per cent is paid at some places to 
charity by the borrower. Brokers specialise in different markets and different 
trades so as to remain in full and constant touch with borrowers and be fully 
informed of the developments in that market. The number of brokers who 
deal with the banks is small. It is through these brokers that the multani 
bankers receive discounting facilities. The practice in Bombay is that the 
hundis are not taken directly by the banks from the multani bankers but 
through a broker who takes a bunch of hundis accompanied by a contract. 
If the bank is satisfied on the credit reports of the makers and the regularity 
of the hundi, the bank signs the contract form and undertakes to discount 
the hundi on a specified date and affords credit to multani shroffs. For this 
service, the brokers recover a small brokerage of Rs. 15 for Rs. 25,000 from 
the shroffs. 


11.39 The multanis primarily cater to the needs of the small man— 
be it a small trader, a small-scale industrialist or a self-employed person. 
The traders and small industrialists borrow primarily for the purpose of 
securing access to working capital. By and large, most of the multani ad- 
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vances are for productive purposes. However, since there is no post-alloca- 
tion supervision or follow-up measures to know that the funds provided have 
been utilised for productive purposes or otherwise, there is always the danger 
in such financing, of leakage of funds for unproductive purposes—hoarding 
and speculative activity. But the volume of such financing is not signifi- 
cant. As a rule, multani funds are not meant for conspicuous or socially 
compulsive spending. Multanis are also known, generally, to refuse advances 
to borrowers dealing in commodities subject to selective credit controls of the 
Reserve Bank of India. The principal customers of the multanis are small- 
scale industrialists and traders and this is borne out from Table I which 
gives the centrewise classification of the borrowers of multani bankers accord- 
ing to the nature of their business. 


TABLE 1--CLASSIFICATION OF BORROWERS OF MULTANI BANKERS BY THE 
NATURE OF THEIR BUSINESS ACTIVITY 








Category of borrowers Percentage 


Bombay Madras Vijayawada 


1. Small-Scale Industrialists as fe in re 35 27 15 
2.  Traders—-Retail and wholesale ty ae a, 36 28 65 
3. Agriculture and agro-based industries a ¥. 7 5 10 
4. Exporters oe i q. FI SY é 7 5 
5. Transport operators .. ae ed A 5 = 11 8 Hi) 
6. Others including building contractors and. self-emp- 
loyed persons such as hoteliers, etc... Ae, ‘i 6 25 —_ 
Total. epee (100 “100 100 








Source : Multani Shroffs’ Associations at Bombay, Madras and Vijayawada. 


11.40 It may be seen from the table that an overwhelming proportion 
(70 to 75 per cent) of the multani advances are to the traders, and the small 
industrialists. Exporters account for 5 to 7 per cent while the share of trans- 
port operators is around 11 per cent in Bombay, 8 per cent in Madras and 
5 per cent in Vijayawada. 


II.41 Small and medium units are always in need of some clean loans 
for their marginal requirements instantly, and for this reason they seem to find 
multani bankers a convenient source of supply for their short-term require- 
ments. The problem is that many of these clients cannot even meet the 
standards stipulated by the bank for short-term funds. Nonetheless, they 
need the funds and it is the multanis who provide them. For instance, the 
small exporters usually have to purchase the raw materials from the market 
either on cash basis or on short-term credit. Since they have to pay the 
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amount for the goods on delivery, exporters require clean loans till their goods 
are processed, packed and ready for shipment. In the interim period multanis 
provide the finance. 


11.42 In Bangalore, the majority of agarbathi (incense sticks) and silk 
cloth manufacturers are reported to have borrowed from the multanis. Like- 
wise in Madras, most /ungi (i.e, loin cloth) and handloom manufacturers 
have been financed by the multanis. The growth of the textile industry in 
Coimbatore is also attributed to the useful role played by multanis in that 
area; but for them the textile industry might not have developed in Coim- 
batore. In Bombay, the number of small borrowers financed by the mul- 
tanis has been placed at not less than 10,000 whereas in Bangalore the number 
of borrowers of multani funds is around 2,000 and in Madras around 5,000 
to 6,000. On this basis the estimated number of borrowers availing of mul- 
tani funds would be in the vicinity of 20,000. 


Gujarati. Shroffs 


11.43 The Gujarati shroffs constitute another ancient class of indi- 
genous bankers. Their experience, integrity and hereditary business acumen 
have enabled them to create a system of indigenous banking which has been 
extremely practical and popular for several generations. The more organised 
amongst them are the shroffs of Bombay and Ahmedabad numbering 350 
firms. Some of their ‘pedhis’ (i.e, firms) are nearly 150 to 200 years old. 


11.44 The Gujarati shroffs perform functions in many ways analogous 
to a modern bank. For instance, (a) they receive deposits on current and 
fixed accounts from the public, (4) they advance money on call and for fixed 
periods on security or on personal credit, (c) they arrange for remittance of 
funds by issuing hundis for private and trade purposes and also undertake 
the collection of hundis, (d) they act as commission agents in respect of com- 
modities such as grains, cotton, seeds, piecegoods, gold and silver, iron and 
steel and in some cases do the financing as well. 


11.45 The Gujarati shroffs can be classified into two broad categories, 
viz., (a) those who transact purely banking business and (6) those who 
combine banking with commission agency business. 


11.46 The first category of shroffs accept deposits and make clean 
advances as also advances against security. They issue hundis to the parties 
against payments in cash or on clean credit and thus help to transfer their 
funds from one centre to another for deposits and for payment of goods. These 
shroffs also provide their customers with funds for purchase of goods against 
their sight hundis drawn on their firms or other shroffs at other centres. Under 
advice of their clients, they also honour hundis drawn on them by third 
parties for the goods supplied to the former. By such short-term credit 
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facilities they help in the marketing and movement of goods. The shroffs of 
Ahmedabad numbering about 150 firms who do not mix banking with com- 
mission agency business belong to this category. 


11.47 In contrast, most of the 200 firms of Gujarati shroffs operating in 
Bombay combine banking and commission agency business, in fact, in their 
case commission agency business is predominant, hundi business occupying a 
secondary position. Moreover, the banking business of these agencies has 
gradually declined with the growth of commercial banks. As trade and 
industry are expanding, the return from commission agency work has been 
higher than from banking business. This is the main reason why the Guja- 
rati banker metchants have resisted attempts to segregate banking from the 
non-banking business as both are interconnected and it is more economical, 
according to them to operate both businesses together. 


II.48 The commission agents also are of two types, viz., (a) purchasing 
commission agents, who purchase and provide goods to upcountry clients 
on credit and (4) selling commission agents, who sell goods received from 
their upcountry clients. Indigenous bankers working as purchasing com- 
mission agents, provide consumer. goods to the urban and rural merchants on 
credit. The modus operandi is that the purchasing commission agents buy 
goods according to the orders placed by their upcountry clients from the 
local markets and pay the value of the goods themselves, debiting the amount 
of the goods to the upcountry clients’ accounts. For this they charge a cer- 
tain commission and recover other incidental charges such as forwarding 
charges which are included in the invoice. _ The upcountry clients remit the 
value of the goods purchased not immediately on receipt of the goods but on 
receipt of the sale proceeds. Thus they remit the value of the goods at short 
intervals according to the terms of the credit facility. For this facility the 
indigenous bankers charge interest on the amount of credit advanced to their 
customers. In this manner credit percolates from the city to the smallest 
village and helps in the flow of distribution of consumer goods and industrial 
products from the centres of production to remote centres of consumption. 


II.49 Similarly, indigenous bankers working as selling commission 
agents advance monies to their upcountry customers at about 80 per cent 
of the value of the goods on the railway receipts. When the goods are sold 
the proceeds are credited to the accounts of the upcountry clients. Commis- 
sion, other incidental charges and also the amount advanced are deducted 
from the sale proceeds and the balance remitted to the upcountry clients. 


II.50 In this manner credit facilities are provided by the shroffs for 
the distribution and marketing of agricultural produce and crops coming 
from the rural areas to the urban centres. . 


II.51 Not all Gujarati shroffs deal in financing the movement of all 
types of goods and commodities. Different firms of shroffs specialise in 
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different lines and are experts in those lines with a keen insight into the market 
prospects for the items financed. Some deal in textiles, some in oilseeds, others 
in grain, spices, sugar, cotton, bullion and machinery. 


II.52 The form of organisation is mainly partnership with the big 
shroffs having branches in mofussil centres. The number of branches varies 
according to the quantum of business but the maximum, even in the case of a 
large shroff, would not exceed 30 to 35 branches. Besides these branches, 
shroffs have arrangements of reciprocal accommodation for acceptance and 
payment of hundis at various places both within and outside the State boun- 
daries. The branch system and the existence of reciprocal accommodation 
arrangements enable the shroffs to conduct commission agency, exchange and 
arbitrage operations, raise and lend funds in the most profitable manner 
and direct surplus funds to those places where they are needed. The 
shroffs discount and accept hundis or bills for collection and issue hundis or 
drafts for purposes of private or trade remittances. In view of the inability of 
banks to undertake a larger volume of remittance business, the darshani hundi 
has proved to be a convenient instrument for remittance of funds; in fact a 
large number of darshani hundis arise out ot remittance operations. 


II.53 The number of accounts with shroffs in towns and cities varies 
from 50 in the case of a small shroff to around, 3,000 in the case of a big shroff. 
One large Gujarati banker’s pedhi with six branches is reported to have around 
1,000 accounts in Bombay and as many as 15,000 clients all over the country. 
In the case of some prominent shroffs the annual turnover of their hundi 
business has been placed at Rs. 125 crores to Rs. 150 crores'®. The capital 
structure of the Gujarati shroffs is comprised of their own funds, deposits from 
the public and inter-firm borrowings. Commercial bank borrowings play 
hardly any part in the financial operations of the Gujarati shroffs. One of the 
distinguishing features between the multanis and the Gujarati shroffs is that 
the former rely heavily on bank finance for the conduct of their business while 
the latter besides their own resources which are enlarged by deposits from the 
public can borrow in their own call deposit market. 


I1.54 Accurate statistics regarding owned funds, deposit resources, 
call borrowings and the turnover of the hundi business are not available as 
these have never been collected by any official agency. The Study Group 
had called on the shroffs to furnish this information firmwise but there was 
considerable reluctance on the part of all the shroffs to disclose this infor- 
mation. After some persuasion, however, the Bombay and Ahmedabad 
Gujarati Shroffs Associations furnished certain figures relating to their business 
which are reproduced in Table 2. It may be pointed out that there are a 
number of other Shroffs Associations such as the Bharat Chamber of Com- 
merce, Western India Chamber of Commerce and Hindustan Chamber of 


& 18 Based on the memorandum submitted by the Bombay Shroffs Association to the Study 
Troup. 


33 


Commerce’? who accept deposits and trade in hundis but there was no co- 
operation from these groups to furnish the required information. 


TABLE 2—STATISTICS PERTAINING TO RESOURCES AND ADVANCES OF GUJARATI 
SHROFFS AT AHMEDABAD AND BOMBAY 











Owned Capital Deposits Total Resources Advances 
Total Average Total Average Total Average Total Average 
(Rs. per (Rs. per (Rs. per (Rs. per 
crores) firm crores) firm crores) firm crores) firm 
Rs. (Rs. Rs. (Rs. 
lakhs) ~ lakhs) lakhs) lakhs) 
Ahmedabad (in respect of 
150 firms) Pan .. §.10 3.40 11.00 7.33 16.10 10.73 14.00 9.33 
Bombay (200 firms) .. 10.00 5.00 15.00 7.50 25.00 12.50 22.00 11.00 
15-10 26-00 41-10 36-00 





Source: Gujarati Shroffs’ Associations at-Ahmedabad and Bombay. 


As in the case of the multanis the partners bring in the capital, each partner 
contributing according to his means and in accordance with the partnership 
deed. It may be seen from the table that owned capital of 350 Gujarati 
firms is estimated at around Rs. 15.10 crores. Of this, 200 firms located in 
Bombay account for Rs. 10 crores and 150 firms in Ahmedabad accounted for 
the balance of Rs. 5.10 crores..The average capital per firm worked out 
to Rs. 5.00 lakhs in Bombay and at Rs. 3.40 lakhs at Ahmedabad. Thus 
the owned resources of 350 Gujarati shroff firms aggregated Rs. 15.10 crores 
as against Rs. 16.5 crores of 319 multani firms. 


II.55 Deposits form the most important source of external finance for 
the Gujarati shroffs who actively canvass for deposits. The estimate given 
by the Shroffs’ Association places total deposits held by them at Rs. 26 crores, 
of which Rs. 15 crores appear to have been mobilised by the shroffs of Bombay 
and Rs. 11 crores by the shroffs of Anmedabad. On this basis the average 
deposits per firm work out to Rs. 7.50 lakhs in the case of Bombay and 
Rs. 7.33 lakhs in the case of Ahmedabad, in contrast to the Multani shroffs 
whose average deposits per firm worked out to Rs. 1.16 lakhs. The deposit 
resources commanded by the Gujarati shroffs are very much larger” and if 
the attribute of banking is deposit taking, then Gujarati shroffs certainly 
qualify as bankers. The average ratio of deposits to owned funds is 2:1 but 
in some cases it may be 5:1 or even higher at 10: 1. In fact, a couple of 
firms are reported to have deposits in the region of Rs. 1 to 1.5 crores, which 
are more than the deposits of some of the non-scheduled banks. 





19 Most of the members of these organisations are Marwari shroffs. 
20 In fact the Association claims that the estimates provided by them are on the conservative 
side and deposit resources of these 350 Gujarati shroffs are estimated to be in the region Rs. 35 crores. 


34 


11.56 Deposits held with the Gujarati shroffs are withdrawable on 
demand—in essence they are like demand deposits on which interest is paid 
at the rate of 6 per cent to 9 per cent. The interest allowed varies according 
to the quantum of the deposits, the period for which the deposits are likely to 
be maintained and creditworthiness of the depositor. In any case the rates 
offered by the Gujarati shroffs are distinctly attractive in relation to what 
commercial banks allow on deposits kept with them or the interest offered 
on postal savings deposits. For instance, on current deposits, unlike the com- 
mercial banks who pay no interest the Gujarati shroffs allow interest of 4 
to 6 percent. In addition to deposits withdrawable on demand, the Gujarati 
shroffs also accept term deposits on which interest is paid at the rate of 10 to 
11 per cent per annum. 


II.57 Another distinctive feature of the Gujarati shroffs is that, similar 
to the inter-bank call money market, there is an indigenous call market of the 
shroffs for short-term funds, in which excess funds are lent and borrowed. 
In the absence of discounting facilities with the commercial banks, the inter- 
firm borrowings of the Gujarati shroffs provide the liquidity needed by the 
lenders while satisfying the short-term requirements of the borrowers. Call 
money is a very important source of finds for these indigenous bankers and 
large sums are obtained for temporary periods. The call deposit market 
helps to match off surpluses and deficits in the normal course of trade and 
leads to a more economical and intensive utilisation of the stock of capital 
available with the Gujarati shroffs. In fact, there is a system of bilateral 
clearings among the shroffs but as yet it is in a rudimentary form. The rates 
prevailing in the call market are determined, by the Gujarati Shroffs Associa- 
tion ; every month the rates are reviewed and in the light of demand and 
supply conditions, changes in the rate are effected which are regularly publish- 
ed in business journals and newspapers. Currently the call deposit rate 1s 
around 10$ per cent per annum, 7.¢., 87 paise for Rs. 100 permonth. In the 
off-season when the demand for funds is slack, the rate drops to 74 per cent 
per annum or 62 paise for Rs. 100 per month. 


II.58 Ofthe 200 Gujarati shroffs operating in Bombay hardly 10 shroffs 
are engaged in banking proper, most of them combine banking with com- 
mission agency work. They purchase goods on behalf of their up-country 
clients and send the goods on credit. They give revolving credit facilities to 
their customers. Interest charges for goods sent on credit are 12 per cent per 
annum. A commission charge of $% to }% of the value of the goods supplied 
is also levied, in addition to freight and handling charges. Most of the advan- 
ces are in the nature of trade credit for the distribution and movement of goods. 


11.59 The advances business of the Ahmedabad shroffs has been esti- 
mated at Rs. 14 crores. On this basis the average advance per firm works 
out to Rs. 9.33 lakhs. Advances business of the Bombay shroffs’ firms has been 
placed at Rs. 22 crores, t.e., roughly Rs. 11 lakhs per firm. The annual turn- 
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over of the hundi business” of the Ahmedabad shroffs has been estimated 
at Rs. 300 crores while the annual turnover of the Gujarati shroffs operating 
in Bombay has been estimated by the Association at around Rs. 600 crores. 
However, the contention of the Gujarati shroffs has been that the Section 
40(A)(3) of the Income-tax Act which bans payment for goods exceeding 
Rs. 2,500 by hundi has crippled the darshani hundi business and there has 
been a sharp drop in turnover of hundis in the last year and many of the 
Gujarati shroffs’ firms have had to suffer a large scale diminution in their 
hundi business. 


II.60 Details of the earnings and expenses of the Gujarati shroffs are not 
available but some rough magnitudes are indicated. The shroffs operate 
very economically with the result that they are not burdened with heavy over- 
head expenses. On an average 4 to 5 persons are employed, although in the 
case of a large firm employees may number around 20. Total expenses have 
been estimated, on an average, at Rs. 25,000 to Rs. 35,000 per firm per annum. 
Bad debts are reported to be in the region of 10 per cent of the net profits. 


II.61 Inmore recent years with the decline in darshani hundi business, 
some of the leading firms of Gujarati shroffs have, on an experimental basis, 
formed themselves into groups of partnership firms for financing retail 
trade, commerce and small-scale industry against usance hundis. In 
Bombay there are six such financing corporations. These corporations 
work on similar lines as the multani hundi business with the difference that the 
joint credit of the partners of these groups is reinforced by the backing of credit 
of their firms which acts as an additional security for the banks discounting 
these hundis. Owned funds plus borrowing limits from banks form the 
working capital of this business. In granting the borrowing facilities com- 
mercial banks generally advise their clients not to canvass for deposits. 
These usance hundis are for 86 days and according to these corporations the 
funds are lent at 15 per cent. Each firm finances about 300 to 400 borrowers. 
Like the multanis the corporations operate through the medium of brokers 
and it is the brokers who bring the prospective borrowers to the notice of these 
bankers. In the case of a small trader, the advance is limited to Rs. 2,500 
and for larger customers the liability is limited to Rs. 5,000. These financing 
corporations of the Gujarati shroffs in essence are modelled on the lines of the 
multani hundi business and if more Gujarati shroffs take to this type of financ- 
ing then the area of operation as well as competition wil] increase and this 
could go a long way in reducing the rates currently being charged in this 
market. 


Nattukottat Chettiars and Kallidaikurichy Brahmins of the South 


II.62 These two banking communities of the South at one time repre- 
sented the highest form of indigenous banking. In fact, they have been re- 


21 Turnover represents the sum of payments made against hundis and the payments received 
by hundis. 
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garded as the best organised of all indigenous bankers as observed by eminent 
banking authorities in books written on the subject. With regard to Chettis, 
Mr. Gubbay, one-time Finance Secretary has made the following observations : 


“A special type of indigenous bankers is that of the Chetti com- 
munity in Madras. It is known that in many cases accounts can be 
maintained with these chetti bankers on which cheques are permissible, 
and that funds lie with these bankers on time deposits at rates much above 
those which are available from the banks. I see no reason to doubt... 
that their participation in the financial life of the community as a whole 
must be on a very extensive scale. Further, they are in intimate daily 
touch with those with whom they transact business. There must be 
accumulated with these private bankers, a store of knowledge and experi- 
ence of the standing, moral as well as financial, and capacity of individual 
Indian traders and Indian trading firms, their business connections and 
relations on which, if fully, organised and systematised, might possibly 
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quite suitably rest an expansion of credit facilities from the banks”™. 


II.63 Dr. L. C. Jain had said of them that “of all Indigenous bankers, 
the Nattukottai Chettis are perfectly organised and are the representatives of 
the highest development of indigenous banking in India”. Thurston 
observed that the Nattukottai Chettis in organisation, co-operation and busi- 
ness methods were as remarkable as the European merchants. They are 
very efficient in their profession and methodical in whatever they undertake 
to do”, 


II.64 The Nattukottai Chettiars used to do business over the Tamil 
Nadu districts of Madurai, Ramnad, ‘Trichinopoly and Tanjore in South 
India. At one time, they had extensive banking business not only in India, 
but also in Burma, the Strait Settlements, Ceylon and French Indo-China. 
The Kallidaikurichy brahmin bankers operated mostly in the Tinnevelly 
district. The methods of operation of both these communities are broadly 
similar, 


II.65 Besides moneylending, the issue and discount of hundis was 
the most important business of these bankers; in addition, they accepted 
deposits, both current and fixed, honoured cheques and accepted documents 
and valuables for safe custody and made advances against gold and ornaments. 
In short, each firm operated as a mini bank. 


II.66 The banking business of these two communities was organised 
on the joint family basis. Each chettiar firm was an entity in itself. In 
spite of their pronounced individualism and self-help, the chettiars had deve- 
loped a strong tradition for mutual help and solidarity. The ‘mahimav’ (a 





22 Mr. M. M. Gubbay, CSI, CIE, Monograph on Chettiars. 
23 L.C. Jain, Indigenous Banking in India, p. 36. 
24 E. Thurston, Castes and Tribes of Southern India, Vol. V, p. 252. 
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cess on the profits of business levied by the chettis), the fixing of the interest 
for the deposits and loans in a common place called ‘Nagaraviduthi’ in impor- 
tant trade centres are illustrations of the feeling of solidarity that existed in 
the community. The richer among them operated with their own funds. 
Those of them who were not rich enough to conduct the banking business on 
their own account, acted as agents to the members of their own community. 
In fact, the agent was the pivot of the chettiar organisation. The agency 
system was peculiar to the chettiars and possessed certain distinctive features. 
The pay of the agent varied according to the distance from the head office 
to the place to which he was deputed. The agent was given not only a fixed 
remuneration but was entitled to a certain percentage of the profits of the 
business. This encouraged honesty and acted as an incentive for the agent to 
be industrious. In this way, people of moderate means were elected to go 
as agents of banking firms to different parts in the south and to distant places 
like Burma and Malaya. The normal period of the agency contract was 
three years. The agent was required to send periodical statements to this 
principal regarding the business. On the expiry of three years, a new agent 
was sent out to relieve the old agent who on his return was required to render 
a complete account of his stewardship..He was either able to secure employ- 
ment under the same employer or if he had-accumulated sufficient capital could 
start out on his own. 


II1.67 Different estimates have been given of the capital resources of 
the chettiar community which show that there is no unanimity regarding the 
magnitude of their capital. The Madras Banking Enquiry Committee had 
given an estimate of Rs. 75 crores as working capital of the chettiars based on 
the oral evidence of a leading chettiar banker. Of these, Rs. 58 crores were 
owned funds and Rs. 17 crores represented borrowings. According to 
another chettiar banker, working capital was Rs. 95 crores to Rs. 105 crores. 
The Assistant Commissioner of Income-tax, put it at Rs. 36 crores. Accord- 
ing to the income-tax records, capital invested by 243 chetti firms was in the 
neighbourhood of Rs. 11 crores; Rs. 6.5 crores represented own resources 
and Rs. 4.5 crores borrowed funds. There is no direct evidence of the bor- 
rowings of these bankers from commercial banks but indirect reference indi- 
cated that borrowed capital was 15 per cent of owned capital.” 


II.68 In the case of the Brahmin bankers, Krishnan’s” estimate of the 
capital employed by the 175 brahmins was roughtly Rs. 5.5 crores. Although, 
the estimates differ widely, the magnitude of the funds involved is an indi- 
cation of the organised form in which the business must have been transacted 
by these two banking communities. 


I1.69 The Chettiars and the Brahmins, however, no longer occupy the 
pre eminent position they once did in the indigenous banking industry. In 





25 Madras Banking Enquiry Committee Report, 1930, Vol. IIT, p. 253. 
26 V. Krishnan, Indigenous Banking in South India. 
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regard to the Chettiar firms Mr. Wilson” wrote as follows: ‘Much of the 
Chettiar business was in Burma and South East Asia. As a result of the 
political changes in recent times, they have lost heavily and it is unlikely, they 
will regain their importance in those areas, wherein during their heyday 
they attracted not only substantial non-Chettiar deposits but also financed 
a very significant portion of the indigenous production and marketing of 
rice crop. They have under such conditions taken to industrial promotion, 
starting of broking firms, etc.”. 


II.70 Even here, the winds of change blowing over the economy 
from time to time have affected the activities of these banking communi- 
_ ties. According to reliable sources, the old hundi firms of the Chettiar variety 
are practically extinct. Such of the old indigenous bankers in this com- 
munity that preferred to continue the banking business have organised them- 
selves from proprietary concerns into partnership concerns. A few hundi 
firms have joined together and formed banking companies, which are small, 
but in which the participating firms have a fair financial stake. Banks formed 
in this manner are listed in Statement II. It will be seen that a number of 
these banks later merged with other larger banks. 


II.71 In more recent years, it appears that with the infiltration of the 
Multani shroffs into their territories and increased competition from com- 
mercial and co-operative banks, a number of Kali'daikurichy brahmins and 
Nattukottai chettiars have given up banking and taken to hire-purchase 
financing as their principal business activity. This development has resulted 
in a very few chettiar firms doing pure banking business and diminished 
considerably the share of chettiar and brahmin partnership firms in indi- 
genous banking. It has not been possible for the Study Group to arrive at 
an estimate of the volume of banking and hundi business at present transacted 
by these two communities. Most of the parties interviewed were not in a 
position to hazard any estimate. The Study Group interviewed five repre- 
sentative chettiar firms operating in Madras with a view to finding out the 
nature of their business, capital structure, etc. The impression gathered 
from these interviews was that on the whole there was a strong reluctance 
to disclose any details regarding the financial operations of these firms, nature 
of the business and methods of operation ‘of the business. Information 
volunteered was extremely sketchy and not particularly useful. Four out of 
the five firms stated that they were no longer in the hundi business except in 
a small way, their principal business was hire-purchase financing of cars. 
According to one source, in Madras city 25 chettiar firms originally engaged 
in the hundi business, have taken to hire-purchase financing. Automobile 
credit has come to be the largest single type of instalment credit and a sig- 
nificant development during the past decade has been the increasing relative 
importance of chettiar firms in automobile financing. These firms advance 
money mostly against second hand cars (models 3 to 7 years old). The loan 


27 Banking in Commonwealth countries, 1953, edited by R. S. Sayers, 
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is for a period of two years but defaults often occur on the instalments nor- 
mally to be amortised over a period of 24 months. Interest is charged at flat 
rate of 12 per cent and not on the reducing balance. This means that the 
effective rate of the borrowing is much higher—18 to 19 per cent. There 
are incidental expenses such as stamp charges of Rs. 10 per document and 
brokerage which have to be borne by the borrower. Most of the business is 
done with owned funds or deposits from friends and relatives on which interest 
is paid at the rate of 10 to 12 per cent per annum. Most of the firms stated 
that they had no credit limits from commercial banks and even if they had 
limits, they were not utilised to any large extent. Another chettiar firm stated 
that their firm was engaged in giving jewel loans, Joans to the film industry 
and loans for purchase of cars on hire-purchase basis. The business of 
advances against hundis had been discontinued. Among the chettiar firms 
contacted, only one firm claimed that it was in the hundi business. The 
total amount lent by this firm on hundis was in the region of Rs. 1} to 2 lakhs. 
Besides its owned capital of Rs. 1} lakhs, it had deposits of Rs. 40,000 to 
Rs. 50,000 from relatives on which interest was paid at the rate of 9 to 12 per 
cent depending on the period of the deposit. On an average, the total 
number of borrowing parties during the year was 50, most of them being 
retail traders and small-scale industrialists; “The rate of interest on hundis 
is 21 per cent plus brokerage and stamp fees. Other incidental charges such 
as charity are not levied. All payments to the borrowing parties are made by 
cheque and interest is recovered in advance. From the above it is clear 
that methods of operation and the nature of the hundi business conducted by 
the chettiars is broadly similar to the multanis; however, the number of 
chettiar firms doing hundi business in the entire south would not exceed 50. 


Marwari Kayas* 


II.72 Another class of indigenous bankers is the marwaris known as 
‘kayas’ in Assam. Curiously, little is known of their activities, although they 
have been operating in the tea estates for over a century and the general 
belief is that the growth of this marwari enterprise went pari passu with the 
development of the tea industry. Even in the Indian Central Banking 
Enquiry Committee Report, no reference was made to their existence or 
activities. Kayas are found to be in large numbers in north-east India. 
According to some estimates, the number of marwari bankers mostly oper- 
ating in Upper Assam would be around 400. 


11.73 According to many, these local garden bankers are only sup- 
pliers of cash in denominations required at the garden level on a commission 
basis—money-changers rather than purveyors of credit—although most of 
the tea estates are known to use ‘kaya funds’ for temporary periods. Re- 
course to these indigenous bankers, it has been claimed by tea estate manage- 





* The Group is grateful to Shri A. F. V. D’Souza, Deputy Director of Research of the Reserve 
Bank of India, Calcutta for colleeting tne material relating to kayas for the use of the Study Group. 
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ments, is not for the purpose of obtaining temporary financial accommodation 
but because of the peculiar circumstances, vtz., time, risk and effort involved 
in the transportation of cash from the branches to the gardens. _ Difficult 
terrain, hazards involved in the transporting cash and reluctance of the man- 
agement of tea estates to entrust money belonging to tea estates to the garden 
managers has necessitated recourse to indigenous bankers’ money for periods 
varying from one to seven days. This view, however, stems partly from 
an, eagerness to play down the financial role of the garden bankers and partly 
from the ignorance and lack of quantitative information among the tea 
planters on the working of the indigenous bankers. 


II1.74 More correctly, the ‘kayas’® are local garden bankers and form 
an integral part of the institutional arrangements for the dispensation of 
short-term finance for the tea estates in north-east India. 


IJ.75 On the tea garden, the ‘kaya’ is regarded as the multi-purpose 
man. His main function is trading, pure and simple, and in this capacity 
he runs a shop in the garden premises supplying stores, spare parts, fuel, 
groceries, medicines and other consumer stores. In a limited way he is a 
commission agent for the purchase and Sale of tea; he also disposes of the 
used materials like second hand tea chests and bags, and acts as the trans- 
port operator for the tea estate. One of the ancillary but important services 
rendered by the kaya to the tea estate is to act as its banker, i.e. cashing 
cheques, drafts and hundis of the garden manager and supplying cash against 
them at the garden itself in required denominations of notes and coins for 
payment of wages and salaries to the garden labourers. 


II.76 In a majority of cases, the local banker provides financial ac- 
commodation to the tea estates, the duration of which ranges from a day to 
a fortnight by way of discounting cheques and hundis. In a limited number 
of cases, direct loans are given to economically weak gardens for the season or 
even longer. In a few cases—about 12 to 13 per cent of the total number 
of viable estates—he receives the garden cheques in advance before he makes 
the payments to the garden so that he uses the company’s funds free of interest. 
Under this system, the kaya is generally paid a commission of 20-25 paise per 
cent for handling cash on garden account. Another banking service he is 
known to render is the acceptance of cheques drawn by the garden manager 
favouring third parties. To a limited extent, the kaya also acts as a banker 
to the estate manager and the labourers by accepting their deposits and 
making advances to them in times of emergency. But as a rule, the indige- 
nous banker does not accept deposits from labourers except in rare cases. 
The deposits are accepted with or without interest depending on the period 
of deposits and the kaya’s need for funds. Occasionally, loans are given to 
the labourers at rates varying between 24 to 30 per cent. Most of the loans 
are made in kind and the interest is recovered in the form of higher priccs. 


28 They: are also known by other names like the ‘mahajan’ or ‘hundiwalla’. 
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Some of the bigger ‘kayas’ also help in the transmission of trade funds from the 
upcountry areas and other centres, by endorsing the cheques and hundis 
received by them in favour of third parties intending to remit funds; in a 
few cases, they arrange for the transmission of funds by issuing their own 
‘hath’ hundis on the ‘guddies’ (offices) in Calcutta. 


II.77 The rate of interest or commission charged by the kaya for his 
banking service varies widely from 20 paise to Rs. 1.25 per cent depending 
upon factors such as the nature and volume of business handled by him for 
the estate, the duration for which the funds are locked up (i.¢., whether the 
cheque or the hundi is payable locally or in Calcutta), the distance between 
the garden and the nearest bank branch, risks involved in the transport of cash 
and the cost of insurance cover. The kayas’ overall business and trading 
relations with the estate and with the garden manager are principal con- 
siderations determining the rate of commission. Often a kaya is known to 
charge two different rates for the same banking service given by him to two 
neighbouring estates. 


II1.78 Of late, there has been a gradual decline in the banking activi- 
ties of the ‘kayas’ on tea estates owing to the spread of branches of commercial 
banks to upcountry towns and switchover of tea accounts from foreign to 
Indian banks having branches at upcountry centres. 


II.79 Most of the agency houses through whom the tea companies 
operated, availed of the services of kayas because of the absence of com- 
mercial banking facilities over the greater part of Assam and north Bengal. 
The modus operandi was as follows: Cheques or drafts drawn on a Calcutta 
bank in favour of the kaya or the garden manager were sent weekly, fort- 
nightly or monthly by the agency, house.from Calcutta to meet the operating 
expenses of the tea garden. Cheques drawn in favour of the garden manager 
were endorsed by the manager in favour of the kaya. Against the deposit 
of these cheques the kaya permitted daily drawings by the garden manager 
by issuing the company’s private cheques or pay orders. In certain estates 
the kayas supplied their own cheque books on which the garden managers 
made drawings. To minimise the use of cash, the casual labourers employed 
on the estates were paid by companies in tokens which were valid with the 
kaya for purchase of provisions and other stores or could be exchanged for 
cash by the kaya. The kaya in turn sent the cheques to his Calcutta (Guddt) 
office for collection. The smaller kayas, however, rediscounted their cheques 
with the larger kayas. The kaya by virtue of his shop at the garden level 
was in an advantageous position with regard to the supply of small coins, for 
the wages earned by labourers were spent in purchasing ration and stores from 
the shop. 


II.80 In times of emergency and delay in the receipt of funds from 
agency houses, the kaya provides the cash to the garden by drawing ‘hath’ 
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hundis on his own agents at Calcutta and in turn discounting them with the 
banks in district headquarters. 


II.81 For the services rendered, the kaya was paid a commission at 
rates ranging from Re. | to Rs. 2 per cent on the total amount of drafts remitted 
from Calcutta. Later, instead of transmission of funds by post, remittances 
were effected by T.T. direct to the bank account of the kayas at Tezpur 
and Gauhati and the commission was reduced to 80 paise — 125 paise. 


II.82 With the spread of commercial bank branches at the district 
headquarters, tea agency houses in Calcutta entered into arrangements with 
their bankers for transmission of funds from Calcutta to a branch as near to 
the garden as possible. Gradually, estates in areas which have better com- 
munication facilities reduced their dependence on the kaya and turned to 
nearby bank branches for their cash requirements.” 


11.83 The hold of the kayas on the tea gardens which in the early 
20th century was complete by virtue of their ability to help the agency houses 
in reaching funds from Calcutta to the very doorsteps of the gardens as well 
as by their resourcefulness to cater to the needs of the gardens, has not only 
weakened but come in for a severe jolt in recent years and several of the ‘burra 
guddies’ of the kayas are reported to be in financial difficulties. A few of the 
kayas have, however, done pretty well for themselves by buying over several 
tea estates. 


II.84 The magnitude of overnight finance extended by kayas to the 
tea estates at the height of the plucking season has been estimated by an 
indigenous banking source to be in the region of Rs. 4.5 crores. A leading 
commercial bank in this region is of the opinion that the magnitude of the 
finance provided by the indigenous bankers would broadly correspond to a 
fortnight’s requirements of garden expenses taking into account the emerg- 
ency requirements as well, that is, around Rs. 8 to 10 crores as against the total 
outstanding of commercial bank advances to all the tea estates (north and 
south India) ranging from Rs. 69 crores to Rs. 73 crores during July-October 
1969. 


II.85 Most of the tea estates in Assam are reported to have availed 
of the banking facilities provided by the marwari bankers one time or the 





29 Recently the State Bank made arrangements for delivery of cash at the garden level in 
places like Darjeeling and Jalpaiguri. The agency houses which have switched over to the State 
Bank of India purely on cost considerations have not found the bank’s service as efficient and 
prompt as that of the kaya. For one thing, the State Bank’s service is according to a predetermined 
schedule of timings and tends to breakdown with dislocations in communications, transport bottle- 
necks, hartals and bank strikes. Further, the garden manager is required to anticipate his require- 
ments well in advance and hold sufficient cash at his own risk at the garden level to last for the period. 
If he runs short he is required to go to the bank for additional cash. The kaya on the other hand, 
anticipates the demand and is ready at any hour to provide ‘instant’ cash. The gardens are, there- 
fore, forced to fall back upon the kayas in times of need, 


43 


other during the season, about 60 per cent of the gardens on a regular basis 
and the remainder on an ad hoc basis. Recourse to marwari bankers is com- 
paratively less in other regions. By and large, it appears that the concen- 
tration of indigenous marwari bankers tends to be greater in areas where 
the ownership of the estates is largely in marwari hands. 


11.86 The area of operations of a kaya extends from a single garden to 
about 10 gardens and in a handful of cases upto 25 gardens. Much, however, 
depends on the size of the garden and its cash requirements, the nature of the 
banker’s business in the town and his ability to mobilise resources. Some of 
the large tea estates employ more than one garden banker. On an average, 
the number of big indigenous bankers operating in Assam and covering about 
5 to 10 gardens would not be more than 100. Out of the 400 bankers roughly 
300 are reported to be enjoying rediscounting facilities with the commercial 
banks and the balance of 100 who operate on a single garden basis would have 
rediscounting arrangements with the larger marwari bankers. Resources 
employed by these bankers (i.e., owned funds plus borrowings from commer- 
cial banks) vary from Rs. 25,000 per banker to a few lakhs of rupees. On an 
average, a kaya who operates fora single garden, keeps roughly Rs. 50,000 
to Rs. 60,000 worth of funds at his command, 


II.87 As regards the sources of funds, kaya’s owned funds, trade credits 
and market borrowings® constitute about 25 per cent of his resources and the 
balance represents borrowings from commercial banks. The limits sanc- 
tioned by the commercial banks to the indigenous bankers are not necessarily 
limited to garden hundis/cheques but also cover third party cheques. 


30 Market rates for rediscounting are higher than those charged by the banks and vary from 
26 paise to 50 paise depending on the standing of the kaya. 


Cuaprter III 


INSTRUMENTS OF CREDIT OF INDIGENOUS 
FINANCIAL AGENCIES 


III.1 Instruments of credit employed by the indigenous moneylender 
and the banker are diverse and interesting, having arisen out of local usages 
and customs. The most popular method of advancing money is against 
a written promissory note. The promissory note is a legal document 
and conforms in all respects to the character of the same as laid down in 
Section 4 of the Negotiable Instruments Act. According to the Act a pro- 
missory note is ‘‘an instrument in writing containing an unconditional 
undertaking signed by the maker to pay a certain sum of money to or to the 
order of a certain person or to the bearer of the instrument”. The requisites 
of a promissory note thus are: (1) the document must contain an uncondi- 
tional undertaking to pay; (2) the undertaking must be to pay money 
only ; (3) the money to be paid must be certain ; (4) it must be payable to 
or to the order of a certain person or to the bearer; and (5) the document 
must be signed by the maker. A promissory note may be payable on demand 
or after a certain period. In the latter case it attracts higher stamp duty. 
Where no time for payment is specified, it is a note payable on demand. 


III.2 Usually moneylenders in villages and persons who deal with 
agriculturists lend against promissory notes. The moneylender often re- 
quires sureties called ‘zamins’ to attest the promissory notes. In some cases, 
no promissory notes are given but a simple ‘vasid’ (receipt) is given as 
acknowledgment of the debt. In this, the rate of interest agreed upon is also 
stated. In other cases, bonds or ‘dastavez’ are used instead of promissory 
notes. The bonds are written on stamped legal forms and are duly executed. 
All the terms and conditions of the advance agreed upon, such as the rate of 
interest, penalty for default, etc., are explicitly written in the bond. Bonds 
are used where it is considered safer to have all the terms of the advance 
clearly spelt out in writing. Where the borrowers are illiterate, the lender 
maintains ‘bahis’ or stamp books in which he obtains either the thumb impres- 
sion or the signature of the borrower as evidence of the debt.. However, it 
is not customary to mention the terms and conditions of the advance which are 
settled orally.’ 


11.3 Another common method of lending money is on ‘rahan’ or on 
the mortgage of landed property. E. B. Harper has pointed out that all 





1 LL. CG. Jain, Indigenous Banking in India, p. 60. 
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large loans are secured by land.” Money is usually obtained on the security 
of property upto half the market value of the land at a cheaper rate of interest. 
The mortgage deed containing the terms and conditions of the advance and 
dates for the instalment payments has to be registered with the Registrar of 
the District in which the property is situated. 


III.4 The two principal kinds of mortgage are the ordinary mortgage 
and the usufructuary mortgage. In the former, the property is mortgaged 
but ownership of the land remains in the hands of the borrower. In the 
event of the borrower not being able to meet the loan liability, the lender can 
take possession of the property. In usufructuary mortgage, the borrower 
makes over a part of his property which is occupied by the creditor who 
receives the income therefrom as interest. On repayment of the principal 
the borrower gets back his property. In the ‘zarpesh’ variety of usufruc- 
tuary mortgage, the lender is entitled to any surplus in the income from the 
mortgage over and above the stipulated interest, which surplus or excess 
income in the ordinary usufructuary mortgage is retained by the borrower. 
In the simple mortgage the lender has to weigh two factors, viz., (1) the 
temptation offered by the slightly higher rate of interest when compared with 
that of usufructuary mortgage and).(2) the possibility of incurring expenses 
for realising the mortgage amount. In the case of usufructuary mortgage on 
the other hand, various facilities are enjoyed by the lender. The lender is 
in virtual possession either partially or fully of the income accruing from the 
mortgaged property. This avoids litigation expenses at the time of realisa- 
tion of the loan. From the point of ‘view of the borrower, he is achieved of 
the interest burden as the same is’ paid for from the income. 


III.5 In the case of simple mortgage of land, ordinarily no period is 
specified and the mortgage is allowed to run the whole course, z¢., 12 years. 
Even when a definite period is stipulated it is not always that the mortgage is 
cancelled at the end of the period. The agriculturist borrows money on 
mortgage for trade or unproductive expenditure. According to Krishnan, 
70 per cent of the mortgage debts of agriculturists is for unproductive purposes 
and hence it becomes difficult to liquidate the debt. Mr. Darling has 
correctly observed that mortgage is a first step towards sale, for the agricul- 
turist, once he mortgages his land, almost always sells the mortgaged pro- 
perty ultimately. 


III.6 Another method of giving loans which is not uncommon with 
the trader and the moneylender is the market loan. A sum of money is 
advanced to, say, a vegetable or fish vendor who has to return the amount 
daily or in monthly instalments. Money is advanced in multiples of ten 
rupees, z.¢., Rs. 10, Rs. 20, Rs, 30, Rs. 50 and so on, the borrower contract- 
ing to pay back Rs. 12 in instalments of one rupee per month for every 10 
rupees lent. Often the first instalment is deducted at the time the loan is 


2 E.B. Harper, Moneylending in the Village Economy of Malnad—Economic Weekly Annual 1961. 
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contracted. Although the incidence of the loan is burdensome, the debtor 
prefers this system, as repayment is in convenient instalments. The system 
is called ‘kist? or instalment system. 


Hunpt 


III.7 The above methods of lending money are usually employed by 
the moneylenders. The most popular method of advancing loans by indi- 
genous bankers is by means of hundis. Hundi is the credit instrument of the 
indigenous banker, just as the cheque is of the banks. The system of drawing 
hundis has been in vogue since ancient times,® in fact it is perhaps the oldest 
surviving credit instrument. Hundis are, by and large, instruments in ver- 
nacular languages and a number of bewildering local usages govern these 
instruments, though they are inconsistent with the provisions of the Negotiable 
Instruments Act, 1881. Although a credit instrument dating from antiquity, 
it has never been defined by any authority on banking. The Select Com- 
mittee which went into the Negotiable Instruments Bill, 1878, had observed : 
“Any sudden abolition of the numerous local usages (there is no general 
custom) as to hundis, uncertain and-undefined as they are, would cause much 
and unjustifiable dissatisfaction ....., but we believe that the effect of the 
bill if passed with the saving of local usages in question will not...... to 
stereotype and perpetuate these usages but to induce the native mercantile 
commmunity to gradually discard them for corresponding rules contained in 
the Bill, The desirable uniformity of mercantile usage will thus be brought 
about without any risk of causing hardship to native bankers and merchants. 
How long this change will take is of course impossible to prophesy.”* How- 
ever, the Select Committee’s expectations have been belied and indigenous 
bankers still continue to employ usages governing these instruments. In fact, 
on the suggestion of the Select Committee, local usages in relation to a negotia- 
able instrument in vernacular language are at present saved, though they 
are inconsistent with the provisions of the Negotiable Instruments Act, 1881, 
unless intention that the legal relation of the parties shall be governed by that 
Act is indicated in the instruments. Thus, the legal position of the hundi 
today is precisely the same as described by the Central Banking Enquiry Com- 
mittee in 1931 : “There is no legal definition of a hundi. It is governed by 
custom and usages of the various localities, and only where no specific custom 
exists does it come under the term ‘bill of exchange’ within the meaning of 
the Negotiable Instruments Act”® However, usages as to negotiable paper 
are gradually changing and tendency is to bring them more and more in keep- 
ing with the modern style of banking. 

3 References are traceable to the use of the hundis since ancient times. There is a legendary 
story that Vastupal Tejpal drew a hundi of Rs. 10 crores on as Seth of Ahmedabad and that the 
temples of Dilwara were built with the money. Another legen of the times of Lord Krishna has it 
that Narsimha Mehta drew a hundi on Seth Shamalshah of Dwarka about 2500jycars ago. Again 
in the time of Shivaji, hundis of Atmaram Bukhan were honoured far and wide. 

4 Bhashyam and Adiga, Negotiable Instruments Act, p. 43. : 


5 Report of the Indian Central Banking Enquiry Committee, Vol. 1, Part I, Government of India, 
1931, p. 407, para 590. 
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111.8 According to the Bombay Shroffs Association, ‘hundi’ is a written 
document—usually unconditional—drawn and signed by one person on 
another for the payment on demand or after sight of a certain sum of money 
to a certain person named therein or to his order or to the bearer. The 
principal difference between a bill of exchange and a hundi is that the former 
must be an unconditional order while the latter may not be so, ¢.g., a ‘Jokhmi’ 
hundi. Although the hundi is regarded as a bill of exchange under Section 
2(2) of the Stamp Act 1899, it is not quite an inland bill of exchange, for a bill 
is drawn in respect of a specific trade transaction while a hundi can be used 
to raise money or used as a convenient form of remittance of money. Many 
regarded the hundi as representing a genuine trade bill and not merely an 
accommodation bill, but there is nothing on the face of the hundi to indicate 
that it arises out of a genuine trade transaction nor is it supported in most 
cases by any documentary evidence indicating despatch of goods as is the 
case with bills of exchange. Hundis perform one or other of the three func- 
tions, viz., they are instruments used to: (7) raise money, (i) remit funds 
and (iii) finance inland trade. Because the hundi performs one or other 
of the above essential functions, it has been used throughout the country for 
generations and its popularity has not significantly waned. 


Darshani and Muddati Hundis 


III.9 There are two kinds of hundis, viz., (i) Darshani (sight or 
demand hundis) and (it) Muddati (usance hundis) payable after a stipulated 
period of time mentioned in the hundi. 


IiI.10 Darshani or demand hundis are paid immediately on presenta- 
tion. There are generally three parties to a darshani hundi, ziz., a drawing 
Shroff, a paying shroff and a payee. The darshani hundi is an intrument 
created Solely for the purpose of financing inland trade or for remitting funds 
through indigenous banking channels from one place to another. 


I1I.11 A Muddati or Thavanai hundi is an usance hundi payable 
a certain period after date or sight. There is no fixed period of time for which 
a muddati hundi may be drawn except that it rarely exceeds one year. The 
normal tenor of an usance hundi is for 30 days or 60 days, 90 days or 120 
days, but hundis maturing within 90 days appear to be most popular. An 
usance hundi generally involves two persons, viz., the lender and the borrower 
and its use is confined to local limits unlike the darshani hundis which have 
a wider use in that they are used for payments of goods originating from up- 
country places and passing from party to party in different places, reach 
destinations of payment very different from their origin. Hundis used by 
the Gujarati shrofis and the kayas are orders to pay, while multani hundis 
are in the nature of promissory notes being promises to pay (for specimen 
copies of demand and usance hundis see Exhibits | to 4). The bulk of the 
hundi business of Gujarati shroffs and the marwari kayas is conducted against 
demand hundis. 
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[II.12 Hundi-paper used by the multanis is that sold by the Stamp 
Department of the Government. A multani hundi is a promissory note of 
contract signed by the borrower, stating the amount and giving an undertaking 
to repay the amount on the completion of a stated number of days, generally 
at 86 days in Maharashtra with three days of grace and at 90 days in South 
India and West Bengal and without any days of grace. 


_JII.13 There are different varieties of darshani hundis, viz., (i) Shah 
jog, (ii) Nam jog, (i) Dekharnar jog, (7) Farmani jog, (v) Jokhmi and 
(vi) Dhani jog. 


(i) A Shah jog hundi: It is a hundi payable to a shah. It contains a 
specific directive in writing from the drawer that the hundi should be paid to 
the presenter who is a shaf, i.e., after proper enquiry about his status in the 
town and creditworthiness. Such a hundi will be noted after the presenter has 
furnished the said proof to the firm of the acceptor. In other words, it is 
just like a cross and order cheque payable to the presenter, provided he is a 
shah. ‘The criteria employed for determining a shah are that it is an estab- 
lished firm doing business for a numberof years and whose creditworthiness is 
known to the shroffs. He should ordinarily, be a member of a commercial 
association or market reports regarding his financial standing should be 
favourable (for a specimen copy of a shah jog hundi see Exhibit 5). If the 
hundi is paid to a false party, the drawer of the hundi can sue the drawee 
according to the circumstances of the case, for repayment of the amount of 
the hundi. 


(ii) Nam jog hundi: In contrast to a Shah jog hundi there is the 
Nam jog hundi, that is a hundi payable to a party named in the bill or his 
order (for a specimen copy of a nam jog hundi see Exhibit 6). 


(iii) Dekharnar jog hundi (Bearer Hundi): Dekharnar Jog hundi is a 
bearer hundi payable to the person presenting the same. The Dekharnar 
jog hundi was evolved in the beginning of this century unlike the others which 
are of ancient origin. Dekharnar jog hundi (sight hundi) payable at sight 
is just like a bearer cheque. The amount is paid to the holder of the hundi 
in due course. If such a hundi bears no. endorsement, the drawee has no 
responsibility even if a wrong person recovers the money of the hundi (vide 
Exhibit 7). These hundis are not, however, popular because of the various 
risks involved particularly in transit. 


If this instrument is to be transferred to any specified person, a mandate 
in specific words that the amount is to be paid to a named person has to be 
expressed and full endorsement is necessary. If an endorsement is found on 
this type of hundi, then it is treated as a shah jog hundi for the purposes of 
payment. In Dekharnar jog hundi which is endorsed to a specified person, 
the ultimate endorsee must be a shah, but the endorser need not be a shah. 
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Whether it is a Shah jog or Dekharnar jog hundi is decided by the presence or 
absence of the endorsement. If it is endorsed, it is Shah jog, otherwise it is 
Dekharnar jog. 


(wv) Farmani jog hundi: Farmani jog hundi is one which is payable to 
order, the word farman meaning order. Such a hundi can be cashed after 
it is endorsed by all the vendors. If there is any discrepancy in this, then until 
the endorsements thereon are made in order it cannot be accepted for payment 
(vide Exhibit 8). 


(v) jJokhmi hundi: It is one which is drawn against goods despatched 
and is more in the nature of an English documentary bill of exchange and 
contains certain conditions in accordance with which, if the goods are lost 
or destroyed in transit, the drawer or the holder has to suffer the loss. The 
interests of the drawee of a jokhmi hundi are thus carefully protected, the 
risk of the loss being transferred from him to the drawer or the holder of the 
hundi, who buys it with full knowledge of the risk (vide Exhibit 9). 


(vi) Dhani jog hundi: It is one which is payable to a dhani or owner, 2.¢., 
the person who purchases it, as distinguished from a shah jog hundi which is 
payable to a shah. The word dhani or shah is written in the body of the hundi. 
The banker who encashes a shah jog hundi is responsible to see that the pre- 
senter is a shah: however, no such liability attaches in the case of the dhani 
jog hundi (vide Exhibit 10). 


III.14 All the various types of hundis described above are, however, 
not in use. By and large, many of them have fallen into disuse. Only three 
types of hundis are currently in use and these are the Shah jog, Nam jog and 
Dekharnar jog hundis. Of these three, shah jog is the most popular and most 
widely used hundi. What is significant is that hundis are the oldest surviving 
credit instruments and still continue to be popular. This is because hundis 
have been regarded as instruments with some measure of safety. There are 
built-in safeguards in hundis so that they cannot be forged easily. This has 
apparently helped to sustain their popularity. 


III.15 The Gujarati shroffs, however, claim that the recent income- 
tax order has severely affected the volume of their business. According to 
Section 40(A)3 of the Income-Tax Act, all payments exceeding Rs. 2,500 
which are claimed as deductions in expenditure should be made by crossed 
cheque or draft or else they would be disallowed for income-tax purposes. 
The enforcement of this section of the Act implies that payments above 
Rs. 2,500 by hundi of the darshani variety would not qualify for tax deductions 
and this, it was feared, would severely affect the use of the hundi as a credit 
instrument, even though the method of financing goods by the hundi has 
been found to be convenient, expeditious, efficient and cheap. 
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III.16 The Study Group has examined the contention of the Gujarati 
shroffs that restriction in Section 40(A)3 has inhibited the hundi business and 
is of the view that the restriction has adversely affected the popularity of 
the instrument and the volume of the hundi business, 


III.17 The point to be noted is that there are generally three parties 
to a darshani hundi transaction, viz., the drawer, the presenter and the drawee, 
all of whom reside at distant places and in different parts of the country. 
Collusion between them is, therefore, difficult and the kind of abuse which 
bogus usance hundis give rise to, viz., a person introducing his black money 
into his business by way of a loan obtained on a hundi would not arise in the 
case of a darshani hundi. There is considerable force in this argument and 
the Group is convinced that in the case of the darshani hundi there is no scope 
for concealment of any transactions or of any funds. The darshani hundi 
is an instrument created for financing inland trade and for effecting remit- 
tances ; therefore the transactions relating to these sight hundis are bound to 
be genuine. It is a known fact that darshani hundis finance a sizeable volume 
of inland trade. A precise estimate of the value of darshani hundis out- 
standing at any point of time is difficult; however, from the available data 
it appears that on an average outstanding darshani hundis at any point of time, 
even on a conservative basis, would be in the region of Rs. 50 to 60 crores. The 
annual turnover in darshani hundis in any year would be several times the 
amount outstanding at any one time. What is significant is that this class 
of indigenous bankers is still providing a useful service by facilitating cross 
country remittances at rates cheaper than the banks. 


III.18 The main object of the provision in Section 40(A)3 of the 
Income-Tax Act is to ensure the identity of the person receiving the payment 
for business expenditure exceeding the specified amount, and a cross cheque, 
it was felt, would enable the Income-Tax authorities to verify the genuineness 
of the expenditure. On the other hand, since a darshani hundi could be 
negotiated outside the banking system, it may not be possible for the Income- 
Tax authorities to identify the person who has received payment on the hundi. 
Further, a darshani hundi is capable of being used for making payments any 
number of times as it passes from one person to another by mere endorse- 
ment.® 


III.19 It is this very feature which makes this form of payment prone 
to abuses and which the provision in Section 40(A)3 is designed to check. 


III.20 The moot question is: could payment by means of a crossed 
cheque ensure the above objective? Like a darshani hundi a crossed cheque 
too pass through several hands by being endorsed. What is the procedure 
adopted in the case of a crossed cheque to verify the genuineness of payments 


6 From a sample of few darshani hundis which were examined, it was found that on an 
average there are five to seven endorsements on a hundi. 
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to intermediate endorsees? Perhaps the same procedure could be applied 
to darshani hundis. It is true that in a darshani hundi intermediate 
endorsees can claim that they have paid for tax deductable expenditure 
through a darshani hundi and the tax authorities will not be able to verify 
this unless they get hold of the hundis which may be circulating or which 
may have been paid by the paying shroff to the ultimate payee. However, 
much the same thing would happen if a crossed cheque has passed several 
hands. Further, in case of a crossed cheque bearing several endorsements, 
the collecting or paying bankers have no responsibility of satisfying them- 
selves regarding the genuineness of the endorsements so long as prima facie they 
are in order. In the case of Section 40(A)3, the payments may be by crossed 
cheques and, therefore, these, cheques may even be bearer cheques and con- 
tain no endorsements of intermediary parties, in which case it would be difficult 
to trace any intermediate endorsees. On the other hand, in a darshani hundi, 
endorsements are written on the reverse of the instrument or on the allonge 
and identification of the intermediary is easier. Besides, hundis like the 
cheques are preserved for a number of years. In effect darshani hundi per- 
forms the same function as a cheque, crossed or uncrossed. 


III.21 With the clamping of Section 40(A)3 it appears the system of 
crossed and order or crossed and bearer cheques passing many hands without 
any endorsements is gaining ground. In view of the above, the Study Group 
is of the opinion that no useful purpose is served by shutting out the use of the 
darshani hundi ; all that has happened, is that it has resulted in a very sharp 
drop in the hundi business by depriving the country of useful payment instru- 
ment. The Group, therefore,’ recommends that the darshani hundis be 
exempted from the provisions of Section 40(A)3 of the Income-Tax Act. 


TreRMINOLOGY, RuLEs, CusroMs AND UsAGEs RELATING TO Hunpis 


III.22 The ‘drawer’, i.e., the person who has written the hundi is the 
person who is principally liable on such a hundi. The person on whom the 
hundi has been written is the ‘drawee’. The person named in the hundi to 
whom or on whose behalf the amount of the hundi is to be paid is known 
as ‘Rakhya’ or payee. When a banker or merchant draws a hundi on a cor- 
respondent in another centre, he sends him an advice which is called ‘nakal’. 
The ‘nakal’ gives particulars regarding the name of the drawer, the amount 
payable, the name of the payee and the period of usance. Unless such advice 
is received and tallied with the details in the hundi, the hundi is not discounted 
by the drawee but is kept in suspense called ‘khadi’ for three days within which 
time instructions are obtained from the drawer. 


Y1I.23 A hundi when paid and cancelled is called ‘Khokha’. The 
original hundi if lost, stolen, misplaced or mutilated is replaced by a second 
copy called a ‘peth’ issued by the drawer of the hundi. It may happen that 
both the hundi and the peth are lost then a third instrument called ‘per peth’ 
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is given and in the event of all the three being lost or stolen, a fourth instru- 
ment called ‘kagal’ (a letter) giving the particulars mentioned in the hundi, 
peth, and per peth is provided by the drawer. Payment of the money would be 
made to whichever of the four instruments is presented first so that all other 
instruments would stand cancelled (for specimen of peth, per peth and kagal 
see Exhibits 11 to 13). 


III.24 Some of the usages of the hundis are said to give better facilities 
than corresponding provisions of the Negotiable Instruments Act. For 
instance, (1) when a hundi is presented, the practice is for the drawee to note 
on the hundi the date of presentment. This practice ensures proof of present- 
ment to the drawee but does not impose any liability for its subsequent pay- 
ment on him ; (2) if after presentment, the payment of a sight hundi is not 
made, the custom is to keep the hundi standing for three days and to retire 
it on the fourth day. This custom gives the drawee sufficient time to receive 
the necessary advice from upcountry in regard to payment and in many cases 
this period enables settlement of hundis whereas if a bill of exchange is not 
paid on the same day after the acceptance or presentment, it has to be retired 
the same day according to the provisions of.the Negotiable Instruments Act 
in that regard; (3) the costs involved in ‘noting or protesting for dishonour’ 
of a hundi are much lower than those involved if a bill of exchange has to be 
‘noted or protested for dishonour’. 


IiI.25 In the case of hundis the days of grace vary with the usance 
which may range from | to 5 days depending upon the period of the hundi. 
In the case of hundis payable at sight, the hundi becomes due on the day 
immediately following the presentation date, that is one day’s grace is allowed. 


IlI1.26 The hundi can be sold at the current rate of discount called 
hundiyaman. It can be discounted and rediscounted any number of times by 
endorsement and can be sent to different places and finally collected on the 
due date. Every endorser of a hundi is liable to the holder for its payment 
but he can make a special endorsement that if the hundi is not cashed by the 
drawee, it may be presented for payment to a specified person. If the drawer, 
payee or the endorsee of a hundi has written on the Hundi that if that hundi 
is not accepted for any reason, a certain person should accept the same on his 
account, that writing is called ‘jkri’? (vide Exhibit 14) and the person who has 
been requested to accept the same is called ‘Jikriwalla’ (drawee in need). 


III.27 Ifthe drawee of the hundi refuses to note the presentment, then 
it should be presented on the same day to ‘jtkriwalla’. The ‘jikriwalla’ shall 
pay on the same day with interest the monies due under a hundi presented 
in such a manner, But if the hundi is kept pending by the ‘jikriwalla’ then 
he shall pay interest for the days for which it is kept pending. 
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III.28 The presenter is not bound to wait for payment of such a hundi 
pending for more than three days and such a ‘fikriwalla’ hundi shall be 
deemed to have been dishonoured. 


TII.29 If the drawee of the hundi has noted the presentment, then 
after keeping it pending for three days it should be presented on the fourth 
day to the jikriwalla. The jikriwalla should pay with interest for three days 
the amount due under the hundi presented in such a manner. Such a hundi 
shall be deemed to be dishonoured only when the jikriwalla refuses to pay on 
the day on which it is presented to him. The presenter of the hundi will 
not be entitled to recover from the jikriwalla interest for the number of days 
by which he delays the presentment to the jikriwalla. 


III.30 The dishonouring of hundis is ‘an event of rare occurrence’.’ 
If hundis are not honoured on due dates the drawers are considered bank- 
rupt. The drawee of the hundi may, however, refuse to accept it, if he does 
not hold funds in the form of any deposit for the drawer or no prior arrange- 
ment has been made for its acceptance. When a hundi is so invalidated, it is 
sent to the Sharafi Association of which the party is a member, for getting it 
protested, The presenter is required to fill inthe Association’s form and the 
Association inquires of the drawee the reason for non-payment and notes it 
down on the reverse of the form. The Association informs the party of the 
reply of the drawee and for this service the Association charges 15 paise. 
Thereafter at the request of the party the Association grants a ‘majarnama’ 
(certificate in proof of dishonour vide Exhibit 15) for which it charges 50 
paise. The fees charged by the Association are nominal in both cases, in 
contrast to what the notary public charges for noting for protest and dis- 
honour. Noting for protest and dishonour through a notary public is not 
only very much costlier but also not as effective as the majarnama*. 


III.31 The majarnama of the Sharafi Association is stated to have the 
weight of a court award, because invariably on the production of this majar- 
nama, the maker of the hundi returns to the Rakhya not only the original amount 
with interest, but pays ‘nakarnamana shikaraman’ (damages for dishonour) 
according to the custom of the place. One of the great attractions of the 
hundi appears to be the low cost of litigation and swift justice. 


7 Gooke C. N., The Rise, Progress and Present Condition of Banking in India, p. 
8 Ifnecessary, on demand a majarnama of the Association in respect of a edi il be furnished 
and fees for the same will be charged as under: 
(a) Conveyance charges. 
(b) 25 p. for a hundi upto Rs. 1000. 
(c) 50 p. for a hundi exceeding Rs. 1000. 
++. -- (d)-- Hf-the-majarnama ef a hundi-in respect of which enquiries have been made: is asked for~ 
after 3 months then search fee of Re. 1 will be charged. 


CHAPTER IV 


FINANCIAL OPERATIONS OF MULTANI BANKERS 


IV.1 Indigenous financial agencies are commonly the most important 
external source of finance for small industry, retail trade and self-employed 
persons. However, because these relations are usually informal and not 
subject to strict financial discipline, quantitative information pertaining to 
the financial operations of indigenous banking communities is extremely 
sketchy. 


IV.2 An attempt has been made by the Study Group to fill, to the 
extent possible, this information gap, by calling on the various indigenous 
banking associations to furnish data relating to the financial operations of 
their members. A simple return was devised for this purpose and the associa- 
tions were requested to distribute the returns to their members with a request 
to furnish the information directly to the Group. The attempt proved par- 
tially successful, in that some quantitative data have become available. How- 
ever, since a sizeable number of firms do not utilise institutional sources of 
funds, but rely mainly on their own resources or external funds from private 
sources, ¢.g., Gujarati shroffs, members of such indigenous banking agencies 
were reluctant to disclose firmwise details of their financial operations. They, 
however, provided some aggregate estimates of their operations. On the 
other hand, since an overwhelming proportion of the multani bankers rely 
on institutional sources for finance, they were much more co-operative and 
amenable to divulging this information : the result, for the first time it has 
been possible to make a detailed assessment of the role played by this class 
of indigenous bankers. 


NuMBER AND GEOGRAPHICAL DisPpERSION OF MULTANI Firs 


IV.3 According to the information made available by the different 
Sindhi Bankers’ Associations, there are on an all-India basis [370' multani 
firms operating in the country which are members of the Multani/Sindhi 
Bankers’ Associations. Besides this, there are, on an estimated basis, equal 
number of firms and individuals engaged in the hundi business who are not 
members of any association. The response from firms which are members of 
the associations, was particularly encouraging ; out of 370 firms, as many as 
319 or 86 per cent of the total member firms submitted the returns. Some 
15 firms stated that although they continued to be members of the associa- 


1 This was the position obtaining in mid-1970. 
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tions, they were no longer in the hundi business and two firms reported that 
they had been dissolved. Some 58 firms stated that they had branches and 
that they operated at more than one place in the country (for details see 
Annexure II). Of the non-member firms, some 39 firms located at Bombay 
responded to the enquiry. Table 3 sets out the geographical dispersion of 
the multani firms—members and non-members. 


TABLE 3—GEOGRAPHICAL DISPERSION OF THE NUMBER OF MULTANI FIRMS— 
MEMBERS AND NON-MEMBERS REPORTED TO BE DOING THE HUNDI BUSINESS 





No. of firms/offices which No. of mem- No. of non- 
are members of associations ber-firms res- member- 











at different centres ponding to firms res- 

the enquiry ponding to 

Total No. of Head the enquiry 

number offices 

1. Bombay ae oe oe a 239 229 196 39 
2. Madras ese as are ae 17 58 51 N.A. 
3. Bangalore ar ies oe fort 29 18 14 N.A. 
4. Secunderabad... she i bs 19 9 9 N.A. 
5. Tiruchirapalli... we Ss 15 11 6 N.A. 
6. Calicut 5 ne 10 8 6 N.A. 
7. Vijayawada ae és Ap ; 9 7 7 N.A. 
8. Salem “e re be be 9 9 9 N.A. 
9. Coimbatore sce a8 ne 1 21 21 2l N.A. 
Total. os a 370 319 39 





IV.4 Centrewise, there is a concentration of operations at Bombay— 
more than 64 per cent of the total number of multani firms are located at this 
centre. Madras comes next followed by Bangalore. As many as 229 multani 
firms have their head offices at Bombay while 58 firms operate with head 
offices at Madras and another 18 with their head offices at Bangalore. The 
Multani shroff firms at Bombay are reported to entertain business extending 
right upto Thana on the one side and Dahisar on the other. Sometimes, 
parties as far away as Poona are also given accommodation, provided they 
have a sales or distribution office somewhere within the city limits of Bombay.” 


FINANCIAL STRUCTURE OF MULTANI Firms 


IV.5 An attempt has been made in the following section to analyse 
the financial structure of the multani firms—their owned capital, deposits, 





2 Based on the Memorandum submitted by the Shikarpuri Shroff Association. 
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extent of bank borrowings, capital debt ratios, utilisation ratios, cost of credit 
and earnings and expenses. The analysis is confined to the 319 firms which 
have submitted the returns’. 


Owned Capital 


The multani bankers do not raise capital by the issue of shares and deben- 
tures. No limit is fixed regarding the initial capital to be subscribed as in 
the case of commercial banks, The partners bring in the capital, each partner 
agreeing to contribute according to his means and in accordance with the 
partnership deed. However, hundi firms or indigenous banking firms do not 
enjoy a legal status and no provisions exist in the Indian Companies Act for 
the registration of these firms and the Banking Regulation Act also does not 
accord them recognition as a bank. In essence, the business can be started 
at any time with the minimum of formalities. 


IV.6 Table 4 presents the centrewise figures of owned capital and 
deposits of multani shroffs. As at end-1969, the total capital of 319 report- 
ing multani firms, aggregated Rs. 16.4 crores. Of this, 196 firms located 
at Bombay accounted for Rs. 11.1 ¢rores, 51 firms operating in Madras for 
Rs, 2.4 crores, while the capital of 21 multani firms at Coimbatore and 14 
firms at Bangalore amounted to Rs. 85 lakhs and Rs. 69.7 lakhs respectively. 
Firms in Salem had capital worth Rs. 35 lakhs. The position was similar 
in the case of firms in Tiruchirapalli. The average capital per firm (for 
firms at all centres taken together) worked out to Rs. 5.13 lakhs. For centres 
such as Secunderabad and Vijayawada the average capital per firm was 
lower around Rs, 2 lakhs and Rs, 2.8 lakhs, respectively. 


TABLE 4—CENTREWISE DISTRIBUTION OF CAPITAL AND DEPOSITS OF THE 
FIRMS OF MULTANI SHROFFS 
(Amount in Rs. lakhs) 





SD Se Gapital Average Deposits Average 
Centre firms capital Deposits 
reporting per firm per firm 

1. Bombay as a ee See 196 1107.15 5.64 307.07 1-56 
2. Madras ie we eee a 51 237.05 4.64 25.16 0.49 
3. Coimbatore be a a a 21 84.97 4.04 12.44 0.59 
4. Bangalore a i Alc x 1d 69.66 4.97 6.93 0.49 
5. Tiruchirapalli a ae is 6 34.54 5.75 3.12 0.52 
6. Salem... ss re a “ie 9 34.50 3.83 7.17 0.79 
7. Calicut .. ba Ss os a5 6 31.21 5.20 3.50 0.58 
8. Vijayawada SG re ans Pes 7 19.58 2.79 5.40 0.77 
9. Secunderabad .. is 3 a 9 18.23 2.02 1.87 0.20 
Total... ae 319 1636.89 5.13 372.66 1.17 


a A 


3 The source material for the analysis is the returns furnished by the multani bankers. 
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The highest amount of capital for an individual firm was Rs. 29.2 
lakhs—but this was an exception, as it was the only firm with capital exceed- 
ing Rs. 20 lakhs. 


TABLE 6—SIZEWISE DISTRIBUTION OF CAPITAL OF MULTANI FIRMS 








Size of Capital by Classes No. of firms Percentage 
1. Less than Rs. 1 Jakh oe a ae ae . oe Ae 3 0.9 
2, Rs. 1 lakh—3.99 lakhs .. oc as tie ef es és 145 45.5 
3. Rs. 4 lakhs—6.99 lakhs Ss Ws ara ei aa A 96 30.1 
4, Rs. 7 lakhs—9.99 lakhs .. si a a ss ee ae 50 15.7 
6. Rs. 10 lakhs—19.99 lakhs Pr ae ie -_ es re 24 7.4 
6. Rs. 20 lakhs and above .. ahs as as wa ba i 1 0.8 

319 100, 





IV.7 By and large, the clustering of firms is in the Rs. 1 lakh to Rs. 4 
lakhs category, nearly 45.5 per cent of the firms falling in the capital range of 
Rs. | —4 lakhs. Another 96 firms belonged to the Rs. 4 lakhs to Rs. 7 
lakhs category; only 24 out of the 319 firms reported owned resources in excess 
of Rs. 10 lakhs (Table 5). 


IV.8 In addition to profits, in a number of partnerships, interest is 
paid on the capital normally at the prevailing rates. But this practice is not 
prevalent in all partnerships; the payment of interest on capital is something 
which is also determined by the partnership deed. 


Deposits 


IV.9 The other source of funds is the deposits. Relatives and close 
friends are the most important segment of this source of finance since the 
multanis do not solicit deposits from the public. As at end-1969, the quantum 
of deposits mobilised by 319 firms was Rs. 3.73 crores, 1.¢., a little under 
a quarter of the total owned capital. Centrewise, Bombay ranked first with 
deposits amounting to Rs. 3 crores at end-1969, that is well over 82 per cent 
of the total deposits of multani firms originate at Bombay. Madras comes 
next, with deposits amounting to Rs. 25 lakhs (for centrewise details see 
Table 4). The average deposits per firm ranged from Rs. 1.56 lakhs in 
the case of Bombay to barely Rs. 20,000 in the case of Secunderabad. 


TABLE 6—SIZEWISE DISTRIBUTION OF DEPOSITS OF 319 MULTANI FIRMS 











Size of Deposits by Classes No. of firms Percentage 
1. Firms with no deposits .. ie os aie se ne ae 44 13.8 
2. Firms with deposits of Jess than Rs. 1 lakh... ra Br oe 184 57.7 
8. Firms with deposits of Rs. l lakh to Rs. 1.99 lakhs .. oie 3 49 15.4 
4. Firms with deposits of Rs. 2 lakhs to Rs. 4.99 lakhs .. x an 31 9.7 
5. 


Firms with deposits of Rs. 5 lakhs and above .. as ae ‘ne 11 3.4 
319 100.0 
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IV.10 It is interesting to note that nearly 14 per cent of the firms do 
not attract deposits ; while as many as 184 firms have deposits of less than 
Rs, 1 lakh and 80 firms have deposits ranging from Rs. 1 lakh to Rs. 5 
lakhs, only 11 firms command deposits of over Rs. 5 lakhs (Table 6). 


IV.11 Deposits held with the multani firms are mostly in the nature of 
current deposits in that they can be withdrawn at any time. In essence, 
however, a large proportion of the deposits held by the multani firms is in 
the nature of long-term deposits. Despite the relatively high rate of interest, 
the volume of deposits of multani firms is meagre because the multanis do not 
go aggressively for deposits ; in fact, they eschew deposits as a source of funds. 
Compared to the Gujarati shroffs and non-banking companies such as finance 
corporations which actively canvass for deposits, the deposit resources of 
multani firms are small. 


Borrowings from Commercial Banks 


IV.12 Multani shroffs derive a major part of their funds from com- 
mercial banks. They rely heavily on bank finance and the volume of their 
business is conditioned to a large extent by the volume of bank accommoda- 
tion, On an average, total limits sanctioned by the commercial banks to mul- 
tani shroffs have been in the region of Rs. 35 to 40 crores. Various estimates 
have been made from time to time regarding the volume of multani business‘. 
According to the memorandum submitted by the Shikarpuri Shroffs’ Associa- - 
tion, the ratio of limits sanctioned would not exceed four times the capital 
of the members and the actual utilisation of the limits would be roughly 
three times the capital. [Applying these ratios to total capital and deposits 
of Rs. 20 crores of the 319 multani shroffs, total limits hypothetically should 
be around Rs. 80 crores and utilisation of the order of Rs. 60 crores. Since 
the hundi is a 3 months’ paper, the annual turnover on this basis would be 
Rs. 320 crores. However, available data suggest a much smaller volume of 
business. On the other hand, the Madras Sindhi Bankers’ Association in 
their memorandum have stated that the investment of their members runs to 
about Rs. 3 crores and limits enjoyed by their members would be double 
their own investment, i.e., Rs. 6 crores while utilisation facilities would be 
near about Rs. 4.5 crores. On this basis, for an investment of Rs. 20 
crores, total limits sanctioned would be Rs. 40 crores while the utilisation of 
limits would be Rs. 30 crores, and the annual turnover would be in the region 
of Rs. 200 crores. 


IV.13 Data relating to the limits sanctioned by commercial banks and 
the actual utilisation in respect of the 319 firms are not available. Complete 
details are, however, available only for 190 firms which show the position 
as indicated in Table 7 below : 








4 One estimate has put it that multani business used to be of the order of Rs. 50 crores—when 
a number of banks went off the hundi market in 1965 the outstanding business with banks fell dis- 
astrously to Rs..1. crore but recovered later-to around. Rs. 25-30 crores. .- - 
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TABLE 7—OWNED CAPITAL BND BOR es OF 190 MULTANI FIRMS AS AT 
ND-1969 


a es 
Item Amount (Rs. crores) 


i 


1. Owned capital De® wat . in oede theo, “SE 12.0 
2. Deposits aie es ais oe Be ie 56 2.0 
8. Limits sanctioned es ar we ae as oP 21.7 
4, Limits utilised ., es ee a as Ae an 9.0 
5. Percentage of utilisation to limits sanctioned ra i 41.4 





IV.14 Roughly, limits sanctioned by commercial banks are twice the 
owned capital; however, limits utilised appear to be below the ratio indicated 
above. It may be pointed out that the utilisation ratio has been arrived at 
after taking the firmwise average of the fortnightly outstanding positions 
for the whole year. 


IV.15 Although most multani firms rely on commercial bank finance 
as a source of funds, firmwise variations in the percentage of utilisation to the 
limits are considerable. This is evident with reference to the sample of 
190 firms, whose data are presented in Table 8. 


TABLE 8—DISTRIBUTION OF 190 MULTANI FIRMS@ ON THE BASIS OF AVERAGE 
UTILISATION OF LIMITS SANCTIONED 








Percentage of utilisation to limits No. of firms Percentage 

sanctioned by commercial banks to the total 

1. No utilisation oe oe ee oe os oe ee 3 1.6 

2. 1 per cent—20 per cent a o. oo > oe 24 12.6 

3. 21 per cent—40 per cent oe a os oe a 44 23.2 

4. 41 per cent—60 per cent oe ee a ee oe 71 37.4 

5. 61 per cent—80 per cent * oe ee oe oe 44 23.2 

6. 8l percent and above .. a fe oF <9 a8 4 2.0 
190 100.0 





@ Firms with large capital like to have large limits for prestige purposes, though the utilisation 
of the limits is small. 


IV.16 In the case of a large number of firms, the average rate of utilisa- 
tion of commercial bank finance is a little over 40 per cent which means that 
less than half the limits sanctioned are utilised. The rather low ratio is sur- 
prising in view of the fact that as private bankers they are not statutorily 
bound to maintain a credit-deposit ratio as in the case of commercial banks 
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and could, if they chose, utilise bank funds more freely. The low level of 
utilisation could be because of the facts that availability of bank funds is not 

_ assured and banks have been known to cut back their limits or withdraw from 
the market suddenly. The multanis guard against the danger of overtrad- 
ing and avoid using their limits to the hilt ; in other words, they utilise the 
limits with caution. 


IV.17 Inadequate utilisation of commercial bank funds is also borne 
out by the figures relating to ‘hundis on hand’ and ‘hundis with banks’. In 
the case of the 319 firms for which data are available, it was found that while 
hundis held by banks totalled Rs. 13.3 crores, hundis in hand amounted to 
as much as Rs. 12.7 crores, that is, almost an equal amount.of hundis. were 
not presented to the banks for discounting. Hundis in hand could arise sub- 
stantially on account of: (1) employment of shroffs’ funds and only a small 
proportion could arise on account of banks not willing to accept certain hundis; 
(2) owned resources are adequate to meet the existing level of demand 
for funds; and (3) even eligible hundis are not accepted by banks on certain 
policy considerations, for instance, hundis emanating from a firm which is a 
limited liability concern ; such hundis-are not accepted by certain banks. 
Again, some banks do not accept hundis drawn by parties doing business 
beyond the city limits. In the absence of adequate data, it is difficult to say 
which of the factors have been instrumental for the large volume of hundis 
on hand. 


IV.18 The foregoing analysis clearly illustrates the inability of a number 
of multani firms to utilise limits,to the full. There has been a_ persistent 
demand from multani bankers for enlargement of their credit limits with 
commercial banks and for a regular and continuous availability of limits for 
discounting purposes. This naturally raises the question: would they be 
in a position to absorb larger limits bearing in mind that in retail trade financ- 
ing they would in the future be called upon to face increased competition 
from commercial banks? The multanis are of the view that because the 
flow of credit to this sector has been intermittent and not regular and up- 
country business has not been entertained by commercial banks, these handi- 
caps have acted as a brake on the effective utilisation of bank funds, If the 
existing handicaps are removed, they are confident of utilising larger funds. 
Further, even if the commercial banks extended their operations from time 
to time, there would always be some credit gaps which the multanis could 
suitably fill in. 


Cost oF Funps IN THE UNORGANISED MARKET 


IV.19 Having outlined the sources of capital of multani bankers, the 
next point for consideration is the cost of the supply of and demand for funds, 
i.¢@., the rates. charged by the multani shroffs to the. ultimate users of credit 
and the rates of interest the multanis are required to pay for obtaining funds 
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from the banks. The oft-repeated charge against indigenous banking agencies 
including the multanis is the usurious rate of lending and the wide spread 
between the borrowing and the lending rates. -It is common knowledge that 
interest rates in the unorganised sector are almost a good deal higher than 
on the generality of loans advanced in the organised sector. The essence 
of the matter is that the rate of interest charged combines the cost of funds 
and an allowance for risk. Both can vary from lender to lender because the 
markets they operate in for raising funds and lending them are different. 
Within the constraints imposed by the surrounding environment there is a 
certain measure of freedom in determining the prices, i.e., the interest rates 
which the indigenous banker will charge or pay. Intra-regional, inter-agency 
interest rate differences are indicative of the imperfect competition in the credit 
market. Such differentials create rigidities in the market and also lead to 
the use of funds for less productive purposes. 


IV.20 In the unorganised market, there are wide differences in the 
interest rates and it is often difficult to determine the effective interest rate 
because of the prevalence of loans in kind, inclusion of other charges such as 
brokerage, charity, etc., practice-of advance deductions of  interest®, 
methods of disbursement of loans, and so on, The factors which generally 
affect not only the cost of credit but also the availability of funds in the un- 
organised market are: (1) element of risk involved in lending, (2) credit- 
worthiness of the borrower, (3) nature of the security and also the liquidity 
of the security, (4) ratio of owned to borrowed funds with the lender, 
(5) size and period of the loan, (6) monopolistic and monopsonistic situa- 
tions of the traders-cum-bankers, and (7) elasticity of demand for funds 
coupled with inelastic and limited supply of funds®. 


IV.21 The price of capital in the unorganised market is also condi- 
tioned by the ability of indigenous banking agencies to (a) utilise and invest 
available funds, and (5) recover capital losses incurred through bad debts. 
It has been reported that in the case of a number of indigenous banking firms, 
business is limited and a part of the funds is employed and this induces them to 
charge high rates of interest. 


IV.22 Although interest rates in the unorganised sector are distinctly 
higher, it is not as if the lending policies of commercial banks do not have a 
bearing on the rate of interest charged by indigenous banking agencies to the 
ultimate users of credit. Although the organised and unorganised markets 
are separate, there is a link which is provided by the discounting shroff who is 





5 According to the normal practice interest on a hundi is paid in advance, i.e., it is paid on 
the very day the hundi amount is received by the borrower for the full period mentioned in hundi 
and the hundi is said to be paid on the due date. However, in some cases the banker advances 
money say Rs. 3,000 for a period of 3 months in advance but receives hundi payment at the rate of 
Rs. 1,000 per month, instead of Rs. 3,000 in full on due date. The banker does not, however, pass 
on the benefit of the pro rata rebate in interest on the amounts paid earlier. This-is known as Kanth. ° 

6 The above factors have been cited by A. Bottomley in ‘The Cost of Administering Private 
Loans in Underdeveloped Rural Areas’, Oxford Economic Papers. 
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an intermediary between the commercial banks and the small borrowers. 
By this means continuing relationships are maintained between the organised 
and the indigenous sectors of the money market, so that rates obtaining in the 
organised markets do exert some influence on the bazaar (market) rates. Thus, 
the indigenous banker is guided in what he charges his customer by the rate at 
which he can discount at the commercial bank and if there is a change in the 
rate of discount, it would invariably be reflected in the rate which the indi- 
genous banker would quote to his customer. Normally, the higher cost of 
credit is transmitted to the unorganised sector through indigenous bankers 
who discount their hundis with commercial banks ; however, easing in the 
organised sector rates may or may not lead to the same result. 


IV.23 Two distinct rate structures are in existence in the unorganised 
money markets, viz., (1) rates which move in consonance with the discount 
rate of the commercial banks, and (2) rates which bear no relationship to 
the organised money market rates. Table 9 brings out.very clearly the rela- 
tionship of the first type ; the bazaar bill rate moves up with every rise in the 
Bank Rate and the commercial banks’ hundi rate. On the other hand, 
with the lowering of the Bank Rate to'5:per cent in March 1968, and a margi- 
nal easing of the discount rate of commercial banks to 9-1/2 per cent, a corres- 
ponding reduction in the bazaar bill rate was not in evidence. From the 
trend in the bazaar rates it would appear that multanis in Bombay were 
charging 9 to 10-1/2 per cent per annum during the period 1951-1956 ; 
in Calcutta the rates ranged between 10.5 to 11 per cent per annum. In 
those years the Bank Rate was pegged at 3.5 per cent and the discount rate 
of the commercial banks including the State Bank of India for hundis was 
4.5 per cent per annum. By 1969-70, with the general levering up of all 
interest rates, the rate at which multanis were lending in Bombay was 15 
per cent and in Bangalore and Madras it was still higher at 18 per cent and 
21.6 per cent per annum respectively. At this time the scheduled commer- 
cial banks were discounting hundis at 9-1/2 per cent which was pushed up 
to 10-1/2 per cent per annum in February 1970 and further to 13 per cent in 
February 1971. 


IV.24 In the unorganised market the practice of quoting interest 
is not to state it as a per cent per annum but as a fixed amount, two rupees 
per month per hundred rupees which is 24 per cent though this is not the 
case with the multani shrofis. This method has the advantage of concealing 
the true incidence of the interest rate and the ‘truth in lending’ is neatly 
camouflaged as prima facie the interest cost appears less onerous to the borrower 
than what it in reality purports to be. Furthermore, apart from interest, 
most indigenous banking agencies tag on incidental charges such as broker- 
age, stamp fees and charity which added together escalate the cost of the 
credit to the borrower by another 2 to 3 per cent for every transaction, The 
problem of indigenous sources of finance is, therefore, high and unstandardised 
charges for their services. 











TABLE 9—BAZAAR BILL RATES 
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(Per cent per annum) 





Bank State Bank of BAZAAR BILL RATES 
Ratel India Hundi rate —_ 
Bombay Calcutta Madras 
1 3 4 5 6 
1960-61 = BEBE (b) 9.00—12.00 9.50—-13.00 12.00—13.92 
1961-62 .4 6t 10.50—12.00 12.50—-13.50 13.92 
1962-63 44} ORT (c) 10.50—12.00 12.60—13.00 13.92—15.00 
1963-64 .. 4 1% (d) 12.00 13.00 15.00 
1964-65 ..  .. 44-6 7-93 12.00 13.00—15.00 15.00—17.40 
1965-66 6 93-93 12.00--15.00 15.00 17.40—19.80 
1966-87 6 ry 15.00 15.00 19.80 
1967-68 6-5 9-3/4 -9$(m) 15.00 15.00-—13.50 19.80—21.60 
1968-69... ob 15.00 13.50  21.60-——21.00 
1969-70 5 9} 15.00 13.50 21.00 
Oct. 1969 to , 5 % 15.00 13.60 21.00 
Dec. 1970 6 104° 15.00 13.50 21.60 
Jan. 1971 6 (a) 12* 15.00 13.50 21.60 





Note : The rates given in this table are the rates at which the banks are prepared to discount 
or rediscount bills of exchange, to give loans and advances, or to accept deposits. 

1 The Reserve Bank of India rate was raised from 4 per cent to 4$ per cent on January 3, 
1963, to 5 per cent on September 26, 1964 and to 6 per cent on February 17, 1965 and was lowered 
to 5 per cent from the close of business on’ March; 2,,1968. 

(a) With effect from January 8, 1971. (6) 6 per cent with effect from May 15, 1960 and 
64 per cent with effect from October 1960. (c) With ‘effect from January 4, 1963. (d) With effect 
from April 6, 1963. (m) With effect from March 12, 1968. 

* Based on the information obtained from the commercial banks. 

Source: Reserve Bank of India Bulletins. ; 


IV.25 In Bombay, the rate charged by the multanis is 15 per cent per 
annum which is the ceiling imposed by the Maharashtra Government under 
the Bombay Moneylenders Act. Till November 1970, this left the multanis 
operating in Bombay a margin of 5} per cent between the borrowing rate and 
the lending rate. In the last two years, however, the policy of the Reserve 
Bank has been to make credit dearer with a view to ensuring its proper 
utilisation and the Bank has removed the ceiling on the maximum rates of 
interest which the commercial banks can charge to their various customers. 
The commercial banks have accordingly raised the discount for the multani 
hundis from 9} per cent in 1968 to 10 per cent in April 1970 and to 10} per 
cent in May 1970, This was further stepped up to 12 per cent on January 5, 
1971 and to the unprecedented level of 13 per cent on February 1, 1971. 
In times like the present, when the discount rate is raised to 13 per cent, 
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it is obviously uneconomical for them to lend at the statutory ceiling of 15 
per cent. Besides.paying interest to the banks the multanis are required to 
pay brokerage of about 4 per cent’ to brokers through whom the hundis are 
tendered to the commercial banks for discounting. The gross margin on 
unsecured advances is barely 2 per cent which is extremely narrow to cover 
their establishment cost, incidence of bad debts, etc. In such situations, it 
is quite possible that they operate at somewhat higher rates to maintain 
the margin. Also when the supply of funds is unduly curtailed even the 
margin of 5 to 6 per cent may tend to go up to make good the reduction in 
the earnings resulting from reduced turnover. 


IV.26 The Study Group understands that the multani shroffs are 
endeavouring to have the statutory ceiling revised by the Government of 
Maharashtra. So long as the flow of credit to the multani shroffs is resonably 
assured in quantum, the Group has been given to understand by the repre- 
sentatives of the Association that they would be content to operate on a 
margin of about 5 per cent. 


IV.27 In Madras, where there-is ‘no ceiling,’ 21.6 per cent is charged. 
Because of the scarcity of funds and low turnover, Madras rates have always 
been higher relative to Bombay. In Bangalore, the Mysore Moneylenders 
Act has put a ceiling of 18 per cent on all advances; however, the actual rate 
may be nearer to that of Madras. The margin between the borrowing rate 
and the lending rate at different centres can be seen from Table 10. 


TABLE 10—BORROWING AND LENDING RATES OF MULTANIS 


(Percent per annum) 











Commercial Bank’s Rates Margin Margin 
discount rate for the charged between between 
hundi by the borrowing advances 
Centre ——_—_—_——_————_———_ multanis rate and and deposit 
End Current lending rate rates of 
December rate ————— _ commercial 
1970 (Feb. 1971) (3-1) (3-2) banks 
(1) (2) (3) (4) (5) (8) 
Bombay nn as ar 10.5 13 15 4.5 2 4.7* 
Madras ae oe ee 10.5 13 21.6 ll. 8.6 
Bangalore a oa +e 10.5 13 18 7.5 5 





* Based on the average rate of interest earned on advances and the average rate of interest 
paid on deposits during 1968. 





7 Brokerage is paid on the basis of Rs. 60 for every Rs. 1 lakh of discounting irrespective of 
the life of the hundi. 

8 According to the Madras Moneylenders Act if an advance exceeds Rs. 3,000 it does not 
come within the purview of the Moneylenders Act. 
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IV.28 It may be seen that the rates fixed under the Bombay Money- 
lenders Act are the lowest in relation to other States. The wide differential 
in interest rates at various centres is largely a reflection of the size and character 
of the market. 


IV.29 Besides interest, the borrowers have to pay brokerage at Bombay 
and Madras. The system of brokerage is absent in small towns where the 
multani is in direct contact with his customers. The borrowers at Bombay 
and Madras, however, have to pay the brokerage which is at present 6 to 12 
paise per hundred rupees per month; stamp fee is currently Re. 0.50 per 
Rs, 1,000 or Rs. 2.50 per Rs. 5,000 for 3 months. Although there is no 
charity fee at Bombay, a nominal charity of dkaramkhata fee of 2 paise per 
Rs, 100 is levied at Madras and Bangalore. All these charges normally add 
up to 1} to 2 percent. Further, the multanis deduct these charges in advance. 
Thus the real cost of borrowing is higher than the rate indicated as may be 
seen from the illustration in Table 11. 


TABLE 11—DISCOUNT PER ANNUM ON BORROWING Rs. 5,000 AGAINST A 
3 MONTHS, HUNDI 





Bombay Bangalore Madras 
1. Interest on Rs. 5,000 for three months 187. 50@15% 225.00@18% 270 .00@2l.6% 


2. Brokerage @ 12 paise per Rs. 100 Per month, 
for three months 18.00 _ 18.00 


3. Stamp fee @ 50 paise per Rs. 1,000 for three 
months. -- +. 2.60 2.60 2.50 


4, Charity fee—@ 2 paise per Rs. 100 pe aoe 


for three months — 3.00 3.00 
208.00 230.50 293.50 
16.64% 18.40% 23.60% 
per annum per annum per annum 





IV.30 At current rates the effective cost varies anywhere between 20 
per cent and 24 per cent depending on the customer, location of the business, 
the nature of the risk, etc. 


IV.31 The question naturally arises: what should be the margin 
between borrowing rate and lending rate and is the present margin reason- 
able or is there a case for narrowing the differential ? 


IV.32 Today there is a network of financial; institutions. Would 
not the commercial banks be in a position to supply funds directly to the 
small borrowers on their personal creditworthiness without demanding 
tangible securities as is the case with the indigenous bankers? In the metro- 
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politan cities and industrial towns, although alternative and cheaper sources 
of organised credit are available, due to increased industrial development 
activity, there is a large unsatisfied demand for funds which banks are unable 
to meet. The structure of interest rate regulations and traditional bank 
lending practices result in a large number of small industrial and trader 
borrowers falling, as far as the commercial banks are concerned, in the low 
profit or unprofitable category. Under these circumstances, the proportion 
of bank finance going to retail trade and small industry has remained rather 
low. 


IV.33 Indigenous bankers have been able to flourish, utilising in part 
bank funds, because they have developed techniques for extending types of 
financing which banks, for various reasons, have not extended in adequate 
volume. Their techniques involve quick credit investigation and decision and 
also engagement in a higher degree of risk than what the banks are accustomed 
to undertake. Empirical evidence is there to show that even profitable 
small industry and trader loans have been neglected by banks where other 
important gains are dependent upon extending loans to other sectors. For 
instance, banks as department stores have cultivated a range of services to 
add to the profit margin; the small trader.or industrialist may seek only 
loans but merchants and large-scale industrialists may require other services 
such as collection or exchange services where profit margins are high. Banks 
consider a client’s business as a whole, both the deposits he brings and the 
services he buys and when loanable funds are in short supply even profitable 
clients may be neglected in favour of more profitable ones. The result is, 
there is a fringe of unsatisfied borrowers who are forced to turn to indigenous 
financial intermediaries for their requirements. True, in the context of 
organised money market rates, multani rates appear excessive but it must 
be remembered that the business inyolves risky lending and lack of security. 
Most of the clients of the multanis come to them when their businesses 
are young and facing teething troubles and as they grow and become more 
creditworthy they tend to migrate to the banks for their requirements, Avail- 
able evidence has indicated that in the case of a number of financially weak 
concerns, use of the funds made available by multanis has enabled such weak 
concerns to achieve bank standards of creditworthiness whereupon the clients 
often transfer to banks. However, not all clients are marginal borrowers ; 
there is a hard core of customers who for one reason or another are regular 
customers of the multanis but the percentage of such borrowers is small. In 
the context of total credit needs of the economy, multani finance forms a small 
fraction but at the margin they play a useful role in supplying the critical 
needs of the borrower. In doing so, they assist the borrowers in their process 
of graduation and unquestionable creditworthiness. However, the main 
drawback of multani finance is their relatively high interest charges.° 





9 It may be observed that in any financing through private sources, the rates tend to be steep. 
For instance, in the U.S., charges of finance companies have ranged from 8 to 24 per cent for both 
accounts receivable and equipment financing. 
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Although account needs to be taken of high risk lending by multanis, and 
also of the smaller per capita credit provided by them, the rates are relatively 
higher than what the banks charge to small firms. 


IV.34 It is doubtful, however, whether there are any practical ways 
of reducing multani loan charges, other than by making as widely avail- 
able as possible, alternative competitive sources of credit based on less ex- 
pensive lending procedures. With the commercial banks moving into the 
hitherto neglected and credit-starved sectors there is every possibility that 
increased competition from institutional sources would force the multanis to 
bring down their rates. On the supply side with an assured larger supply 
of funds, some element of competition between the multanis themselves is 
inevitable. From the demand side the entry of commercial banks would not 
seriously affect indigenous banking business, for in a growing economy there 
would always be customers at the margin. Banks in any case would not be 
in a position to satisfy the demand from all the new small-scale industrial 
units or retail trade units. The most fruitful approach to reducing charges 
of credit through indigenous sources. is to open it to increased competition 
and to reduce the risks and expenses of extending such finance. Equally or 
more important than reducing ‘the normal charges or fixing ceilings, is to 
standardise them in a way that they relate to costs rather than to what the 
market will bear. The spread or margin between the borrowing rate and 
the lending rate while being adequate to cover costs and yield a reasonable 
margin of profit, should not be excessive so as to appear usurious. 


EARNINGS AND EXPENSES OF MULTANI BANKERS 


IV.35 Authentic and complete cost data on the operations of the 
multani bankers are not available. However, on the basis of balance sheets 
made available by some of the multani firms and certain information regarding 
costs furnished by the Sindhi Bankers’ Association, Madras, an attempt has 
been made to calculate the annual net earnings before taxes of the 319 multani 
firms. 


IV.36 The items comprising the earnings and expenses of multani 
bankers are relatively few in contrast to the commercial banks. The main 
item on the earnings side of the account is interest earned on loans made against 
hundis ; while the largest item of expense is ‘discount paid to banks’, The 
other major expense items are establishment expenses covering the salary of 
the staff employed, interest paid on deposits and bad debts. Miscellaneous 
expenses include rent, cost of utilities such as electricity, telephone charges 
and cost of maintaining a car. Furniture and equipment expenses include 
normal depreciation charges. Complete details in respect of all the expense 
items are not available; the exercise, however, has been attempted using 
available figures and making certain assumptions regarding the rest. 





10 Interest rate regulations are one alternative although effective enforcement is very difficult. 
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IV.37 Annexures III(a), III(b) and III(c) set out the net annual 
earnings of 319 multani firms operating at the three principal centres, zz., 
Bombay, Bangalore and Madras. The owned resources of these firms have 
been taken at Rs. 20 crores. Of this, five per cent has been allowed as 
investment in unproductive assets which means Rs. 19 crores represents 
their own investment in the hundi business. Outstandings from banks have 
been taken at Rs. 22 crores. Thus the total capital employed in the hundi 
business has been placed at Rs. 41 crores which is the normal volume of funds 
employed in this business. However, there are times such as the present when 
sudden withdrawal of discount facilities by the commercial banks has resulted 
in a sharp drop in the volume of business. For example, according to the 
figures provided by the Shikarpuri Shroffs Association, as at end-April 1971 
commercial banks’ holdings of multani hundis in Bombay were barely Rs. 5 
crores. However for the purpose of this exercise the quantum of funds gene- 
rally employed in this business has been taken to get a rough idea of the 
normal level of earnings of this class of financial intermediaries. Further, 
the conclusions derived from this exercise are based on the assumption that all 
the funds, both owned and borrowed, remain employed all the year round. 


IV.38 Three sets of calculations have been made—one taking 15 per 
cent as the interest rate claimed to be charged by the multanis at Bombay, the 
second using 18 per cent as the rate charged at Bangalore and the third using 
21.6 per cent as the rate prevalent in Madras. The discount paid to banks 
has been compiled taking the hundi discount rate at 104 per cent and applying 
it to the limits outstanding at end-1970. Cash in hand has been assumed 
at 3 per cent of the owned funds and interest paid on deposits has been cal- 
culated at 10 per cent per annum, Annual average establishment expenses 
have been estimated at Rs. 30,000 per firm for Bombay and Rs. 25,000 per 
firm at Madras and Bangalore. Indigenous banking being a service industry, 
the staff employed is rather small. On an average a multani firm employs 
3 to 5 persons, i.¢., approximately 2,000 employees are estimated to be in the 
service of multani bankers. Establishment expenses are very modest in 
contrast to commercial banks where ‘wages including employee benefits’ 
is the largest expense item. Commercial bank employees receive a good 
proportion of their compensation in fringe benefits but in the case of employees 
of indigenous banking firms they enjoy no such benefits. The result is the 
establishment costs of multani firms are very small" in relation to the outlay 
of commercial banks on salaries and other benefits of the staff attending to 
small-scale industry advances. 


IV.39 Bad debt is another item of expense. According to the Shikar- 
puri Shroffs Association, Bombay, 10 per cent of the gross earnings” could 
be regarded as bad debts. Although this assumption has been used for 
1l Some firms have indicated ridiculously low figures of establishment expenses in their balance 


sheets. 
12 The computation of gross earnings is total interest receipts minus the discount paid to banks, 
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arriving at the aggregate bad debt figure, firmwise record of bad debts 
indicates in many cases a percentage well below 10 per cent ; in other words, 
not many miltani advances turn out to be sticky. 


IV.40 Having determined the key earning and expense items it will 
be seen from the calculations that the net annual earnings of multani firms at 
Bombay, Madras and Bangalore are roughly of the order indicated in Table 12. 


TABLE 12—CALCULATION OF NET ANNUAL EARNINGS OF MULTANI FIRMS 


Total Rate of | Net annual 
Centre investment _ interest earnings 
(Rs. crores) (per cent) (Rs. crores) 
Bombay (212 firms) ae as we sa 30.08 15 1,55 
Madras (93 firms) ae a ae oe 8.78 21.6 1.00 
Bangalore (14 firms) up ee a ie 1.81 18 0.15 


Thus, the table shows that at 21.6 per cent interest, the net earnings rate is 
12 per cent ; at 18 per cent it works out to 8 per cent and at 15 per cent, net 
annual earnings rate tends to be as low as 5 per cent. These are earnings 
before payment of taxes. From the above calculation it is apparent that at 
15 per cent, a firm operating in Bombay would get an annual ex-tax return 
of Rs. 73 thousands ; at Bangalore at 18 per cent the per firm ex-tax annual 
return would be Rs. 1.05 lakhs and at Madras where the rate is 21.6 per cent 
per firm return would average around Rs. 1.18 lakhs. 


CHAPTER V 


RELATION OF INDIGENOUS BANKING AGENCIES 
WITH THE COMMERCIAL BANKS AND THE LINK 
WITH THE ORGANISED MONEY MARKET 


V.1 The outstanding feature of the Indian money market is its dicho- 
tomy into what may broadly be termed an organised market and an un- 
organised or bazaar market, with a divergence in the structure of interest rates. 
The organised market comprises the Reserve Bank of India, the State Bank 
of India and its subsidiaries, the fourteen nationalised commercial banks and 
the private scheduled and non-scheduled banks while the unorganised market 
is made up of indigenous bankers and moneylenders, chit funds, nidhis, etc. 
The interest rate structure in the organised market is broadly in alignment 
with the credit policy formulated by the Reserve Bank of India. The same 
is not the case with the unorganised or bazaar market which is not homoge- 
neous within itself, for there are in fact, several bazaar markets corresponding 
to the various groups of indigenous bankers, the Multani, the Gujarati, 
the Marwari and the Chettiar, each with its own practices and usages and its 
own rate structure. The position with regard to the unorganised market 
becomes more complicated as quite often there is no clear demarcation in 
these markets between short-term and long-term finance, nor even between 
the purpose or end-use of the funds, inasmuch as there is usually nothing on 
the hundi to indicate whether it is for financing trade or for providing finan- 
cial accommodation ; in other words, whether it is a genuine trade bill or 
an accommodation bill. 


V.2 The moncy market structure, loose as it is, is, however, not entirely 
unco-ordinated. There are many points of tangency between the organised 
and the unorganised markets. It is not as if the two sections of the money 
market form two discontinuous regions, each immune to the developments 
in the other sector. For one thing, in the context of total bank credit, the 
unorganised sector has recourse to the banking system as a marginal source 
of funds ; this is a factor of considerable importance during the busy season 
and a policy of restricting credit from banks is not without impact on the 
unorganised market. The limited elasticity of supply of funds from the 
unorganised market does not permit it to satisfy the additional demands on 
it, diverted from the organised sectors as a result of the latter being subject to 
a credit squeeze, except perhaps at the expense of some of its existing business. 
In view of the link between the two sectors, the scope for the unorganised 
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sector to circumvent the monetary and credit restrictions in the organised 
market, through increased availability of funds from unorganised channels 
of finance, is severely limited." 


V.3 Accommodation from commercial banks is received by indigenous 
banking agencies in one of the following ways: (1) on demand promissory 
note signed by two bankers, (2) by discounting hundis which are endorsed 
by a banker and (3) on other securities. The multani shroffs and the 
chettiars principally engaged in the hundi business, raise the funds required 
for the business partly from their own resources but largely from the com- 
mercial banks who discount the hundis wholly on the personal standing of the 
multani shroff. The actual contact is provided through the finance broker, 
who by taking the hundis to the bank for discount arranges for the accom- 
modation to be made available. Most multani bankers have accommodation 
facility with at least 6-7 banks. Some of the bigger multani bankers enjoy 
facilities with as many as 13-16 banks. From a sample of 166 firms, it was 
found that 11.5 per cent of the firms had discounting facilities with 2-4 banks, 
67 per cent of the firms with 5-12 banks, 18 per cent with 13-16 banks and 3 
per cent of the firms with as many,as-}7-20 banks (vide Table 13.) 


TABLE 13—NUMBER OF MULTANI FIRMS ENJOYING BANK CREDIT LIMITS 
- BY THE NUMBER OF BANKS CLASSIFIED ACCORDING TO CLASS INTERVALS 








Class interval of the number Number of multani 

of banks firms 
1— 4° . oe 19 (11.5) 
Fue 8 .. (eee 54 (32.6) 
9—12 . Revita: 58 (34.9) 
Peas 36 ery ieee tage. <3 30 (18.0) 
17— 20 we Nie ee 5 ( 3.0) 

166 (100.0) 





Note: Figures within brackets are percentages to total. 
*There is no single firm which enjoys credit limits with only one bank. 
Source: Records of commercial banks. 


V.4 In the past the State Bank of India along with the other large com- 
mercial banks had consistently discounted multani hundis and had in this 
manner fed the unorganised market with funds. In recent years, however, 
the growth in the number of commercial bank branches and the direct 





1 Measures taken to control transactions—bogus hundis as part of the drive against unaccounted 
money have also tended to limit the availability of funds in the unorganised market. 

V. G. Pendharkar and M. Narasimham, ‘Recent Evolution of Monetary Policy in India’, Reserve 
Bark of India Bulletin, April 1966, p. 345. 
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financing of sectors such as small-scale industries, undertaken by the com- 
mercial banks, has resulted in some banks having reduced considerably the 
amount advanced against hundis, and some like the State Bank of India have 
withdrawn completely from this market. Although the State Bank of India 
in the past had been most active in the hundi business—their dealings with 
the multanis date back to the old Imperial Bank days when discounting facili- 
ties to the tune of as much as Rs. 10 crores were made available by this 
bank—since March 1965 there has been a change in their thinking. It was 
prompted by the Bank having launched its own scheme for providing finance 
to the small-scale industrialists. Also, the Reserve Bank’s directive on clean 
advances together with the strain on the available loanable funds induced the 
State Bank to curtail and virtually stop all accommodation to the indigenous 
financial intermediaries. 


V.5 Although the State Bank withdrew from the market, other com- 
mercial banks continued to offer discounting facilities to the multani bankers 
and partially filled the gap in funds created by the State Bank’s exit from this 
market. As a consequence, the volume of banking funds available in the 
hundi market has been lower in recent years compared to the position 
obtaining in 1963 and 1964 (vide Table 14)... Most of these banks regarded 
the multani business as a profitable outlet for employing banks’ short-term 
funds. Repayment was automatic and liquidity of credit was assured. Fur- 
ther, many of the banks regarded the multani as an intermediary between 
the trader, the merchant and the small industrialist on the one hand, and 
the commercial banks on the other, and in this manner credit was allowed to 
percolate to the small man. The other advantage was the reduction in overall 
costs to the banking system of seryicing a large number of credit applications. 


TABLE 14—COMMERCIAL BANKS’ OUTSTANDING ADVANCES TO SHROFFS 
INQGLUDING; THE» MULTANIS 














End of Amount (Rs. crores) 

March 1952 ate 6 oe ae 9.8 

» 1953 a ale a 12.0 

» 1954 a ae ne 13.3 

» 1955 id a8 wre ee 1L.3 

» 1956 a bck ae 13.1 

» 1957 <s «6 fe sie _ 
April 1958 ss si ive 17.3 

» 1959 a4 os ath 23.4 

» 1960 us a ee Sie 19.1 

» 1961 te a7 - a 17.2 

» 1962 4 bie es ois No survey was undertaken 
March 1963 ae a oe ie 24.5 

>» 1964 ae ae ahs = 27.2 

» 1965 Ss ais FC fe 16.1 

» 1966 ats * as sé 13.5 

>» 1967 oe a es ats 14.4 

» 1968 «es ¥s a atte 12.6 





Source + The Purpose-Wise Surveys of Advances conducted by the Reserve Bank. 
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V.6 It will be seen from Table 14 that there was a sharp drop in the 
level of outstandings from Rs. 27.2 crores at end-March 1964 to a low of 
Rs. 12.6 crores at end-March 1968. This was in a large measure due to the 
State Bank’s withdrawal from this market since March 1965. The very low 
figure for 1968 is also explained by the lack of demand for funds resulting 
from the 1968 recession. With the revival in economic activity, advances 
to multanis have shown a rise in 1970 despite the fact that a few more banks 
like the Union Bank, the Syndicate Bank, and the Canara Bank have discon- 
tinued entertaining this business while the Bank of Baroda and the Indian Bank 
are reported to have restricted their advances to 50 per cent of the original 
level. After the exit of the State Bank, the major banks discounting the 
multani hundis have been the Central Bank, the United Commercial Bank, 
Dena Bank, the Bank of India, Indian Bank and Union Bank of India. A 
few of the medium-sized banks such as the Andhra Bank, Canara Banking 
Corporation and Vijaya Bank also discount multani hundis. Earlier, none 
of the foreign banks appears to have been interested in this business but since 
the last 3 years the First National City Bank has entered the field and has 
been doing active business. Bills discounted by this bank increased from 
Rs. 28 lakhs at end-December 1966:to'Rs. 214 lakhs at end-December 1970. 
The number of multanis enjoying discounting facilities with this bank has 
grown from 41 in 1966 to 75 in October 1968 and further to 184 in December 
1970. 


V.7 Statement III (a and 4) sets out the bankwise details of end- 
December outstanding advances to multani shroffs from 1964 to 1970. It 
will be seen from the statement that upto 1970 all nationalised banks had 
entertained this business, total outstandings of nationalised banks to multanis 
aggregating Rs. 17 crores as at end-1970. Outstandings of foreign banks 
amounted to nearly Rs. 3.6 crores while outstandings of 25 private com- 
mercial banks totalled another Rs. 3.5 crores. 


V.8 Advances to multani shroffs, however, account for barely a fraction 
of the total bank credit—on an average the outstanding advances to multani 
bankers range between 0.5—0.7 per cent of the total bank credit. Consider- 
ing that the advances business of banks has grown over the years, the share of 
the multani portfolio in the total advances portfolio of banks has tended to 
fall (vide Statement IV). Their share in the total of unsecured advances is 
also nominal, 2 to 5 per cent. In satisfying the credit requirements of the 
economy they therefore, play a marginal role but this marginal finance often 
goes to meet critical needs of numerous small borrowers. 


V.9 Statement IV gives the quarterly figures of the outstanding advances 
of commercial banks to the multanis. It may be seen from the statement that 
there is no distinct trend in the level of outstandings which appear to have 
fluctuated widely from a high of Rs. 26.5 crores as at end-October 1966 to a 
low of Rs. 5.8 crores at end-July 1967. This was attributed by the various 
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multani bankers’ associations to the practice of the commercial banks of 
withdrawing discounting facilities to the multani hundi when there was 
shortage of liquidity. Although this was a highly liquid and remunerative 
business it received the lowest priority from the banks. When banks were 
flush with money, multanis had no difficulty in securing accommodation 
but in periods of credit stringency, the requirements of the multanis were the 
first to be axed. In other words, many of the banks regard the multani hundi 
as a convenient form of investment of their idle and surplus funds. They 
start to patronise the multani market from July onwards and the peak is 
usually reached in October or November, but thereafter the banks start with- 
drawing their funds. This irregular flow of funds creates a strain on the 
multani ‘market and leads to considerable dislocation in the operations of 
multani shroffs as they are unable to plan their operations on the basis of 
assured quantum of funds throughout the year. The point was further made 
that even when limits were sanctioned, the utilisation of limits was not assured 
or automatic as in the case of other bank borrowers, for it was within the 
discretion of the bank to accept or reject the contract. Only one or two banks 
were known to allow their multani borrowers to utilise their limits to the full. 
The phenomenon of irregular flow of bank funds to this sector, however, has 
not so far forced the multani to rely on external funds from private sources 
except marginally. Even the acceptance of deposits has by and large been 
eschewed by the multanis. 


V.10 Another outcome of the withdrawal of the State Bank of India 
from the hundi market has been that facilities for discounting upcountry bills 
is no longer there. Earlier the multanis had enjoyed the facility of discount- 
ing in Bombay, bills drawn by any party throughout India. The State Bank’s 
Bombay Local Head Office was permitted to discount bills for multani firms 
payable anywhere in India ; however, other offices could discount only such 
bills as were payable within their area of operations. This facility had 
enabled the multanis operating in Bombay to lend anywhere in the country 
even without their having branches in other centres by purchasing hundis 
through their friends or business associates. The withdrawal of this facility, 
it is claimed, has stopped the flow of funds from Bombay to other centres. 
Although the multanis have been pressing for the resumption of this facility, 
commercial banks have been reluctant to accept upcountry bills. The idea 
in restricting the bills to their own surrounding environment, it appears, was 
to enable commercial banks to keep a check on the end-use of the credit. 


V.11 It may be interesting to describe the methods employed by the 
commercial banks to accommodate the indigenous bankers and evaluate their 
financial standing.” 


2 This section is based on the analysis of the views of the commercial banks with regard to mul- 
tani business as obtained from replies to the Banking Commission’s questionnaire (for questionnaire 
see Annexure IV). 3 ; 
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V.12 In examining or reviewing multani business for sanctioning or 
renewing the credit, commercial banks by and large take into consideration 
the multani banker’s integrity, creditworthiness and total borrowings from 
other banks. Banks also call for the balance sheet, profit and loss account, 
income-tax and wealth-tax assessments of the firm and the partners. Two 
of the banks have reported that before sanctioning a limit, they make en- 
quiries regarding the amount of hundis which a multani banker retains in his 
own possession without discounting them with the bankers (commonly known 
as ‘box hundis’) to ensure that their lendings are evenly spread amongst the 
various good parties in different trades? At the time of renewal, multani’s 
dealings with the bank are examined. In fact, some of the large banks not 
only maintain an approved list of indigenous bankers but also of the customers 
of these bankers. However, except for one or two banks, no bank compiles 
a systematic opinion report of the maker of the hundi. Likewise, only a few 
banks undertake a review of the maker’s deliquency experience. Such an 
exercise determining the amount of dishonoured hundis and the percentage 
it bears to the total turnover, appears most necessary to enable the bank to 
know how prudently the multani has selected his clients. 


V.13 The criteria generally taken into account for determining the 
quantum of limits sanctioned are cash and capital investment in the business 
and other assets outside the firm’s business as also limits with other banks. 
One bank has stated that the criterion adopted is 50 per cent of the net asscts 
of the firm. Another bank has stated that generally the limit fixed is one- 
third of the firm’s disclosed capital. Normally, the multani is required to have 
a minimum investment of Rs. 2 to 3 lakhs in the business and a minimum 
standing of five years. The party’s means, respectability and reputation for 
commercial integrity, business expérience, operational results and the bank’s 
own experience with the party are factors taken into account in determining 
the quantum of credit. On an average it appears that the total limits would 
amount to four to five times their reported worth. 


V.14 Most banks rely on the balance sheets for verification of the 
quantum of capital employed in the business. However, a scientific analysis 
of the balance sheet and profit and loss account to arrive at any kind of cash 
flow analysis is not undertaken by any of the banks. Most of the banks do 
not insist on a specific equity-debt ratio. Some norms have been indicated 
but they appear to vary from 1:2 and 1 :3 to as high as1:10% One of 
the nationalised banks has stated that there is no fixed ratio between owned 


a 


3 In fact a prominent bank manager had advised the indigenous agencies to avoid using their 
limits with all banks to the hilt. ‘It is safe and wise to maintain always a cushion in the shape of hundis 
held in reserve in your own portfolio’. See : N. K. Karanjia, ‘The Role of the Indigenous Banker in 
India’, The Journal of the Indian Institute of Bankers, April 1964. 

4 Again Karanjia has advised these agencies that ‘it would be wise if every banker restricts his 
total commitments outstanding at any one time to say 10 times the amount of his own capital’, 
N. K. Karanjia, ‘The Role of the Indigenous: Banker in India’, The Journal of the Indian Institute of 
Bankers, April 1964. 
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funds and limits, on the basis of which a limit is sanctioned. The principle 
observed is that total aggregate limits with all banks enjoyed by a multani 
firm should not exceed a reasonable figure which could be three times the 
net worth of the partners of the firm. In this context it was pointed out that 
multanis often ask for limits with the banks for the sake of prestige even 
though it is not possible for them to utilise their limits in full. 


V.15 It appears that no banker is in a position to verify the end-use 
of the credit extended to the maker of the hundi, because the liability of the 
maker of the hundi to the bank is only indirect and not a dircct one. Gene- 
rally, banks discount hundis drawn by firms engaged in industry and trade. 
They also see that payment is made by cheque and that a drawer does not 
restrict his borrowings to a single multani shroff but is spread over a number 
of multani shroffs. By and large, however, most banks seem to rely on the 
statement tendered by the multani banker regarding the financial standing of 
the drawer of the hundi and there is little or no independent and systematic 
evaluation of drawer’s financial status which is undertaken by the bank except 
in an indirect way, in view of the practical difficulties encountered in screen- 
ing the large volume of hundis and.thousands of makers involved’, Some 
banks insist on an interval of 5 days at least between the date of a paid hundi 
and that of discounting a fresh hundi by the same maker, just to avoid 
accommodation of hundis. Criteria generally employed by the large banks 
in deciding the eligibility of the hundis are: (i) parties that have failed in 
the past are not accepted ; (i) the hundis are well spread over and as a 
rule hundis for not more than Rs. 5,000 per drawer party for any one multani 
shroff are accepted ; (iii) makers’ brief credit reports as supplied by the 
multani bankers. In case of any adverse information on a drawer such 
hundis are not accepted for discounting. In selecting hundis for discount, 
factors such as depression in a particular industry are also taken into account. 


V.16 To ascertain the status and financial standing of the makers of 
the hundis, status reports are obtained from their bankers and from market 
sources. One bank reported that complete trade and bank reports are obtain- 
ed on those makers of hundis whose outstandings have reached a total of 
Rs. 20,000. If credit checkings obtained are favourable, special maker’s 
limits in excess of Rs. 20,000 are.set up, at the bank’s discretion, depending 
upon the reported financial means. On the other hand, one of the nationalised 
banks has reported that there is no definite system of stipulating any upper 
limit for individual makers. Considering their standing, the bank discounts 
bills upto a maximum of Rs. 30,000 to Rs. 35,000, but hundi liability of the 
multani shroff does not exceed Rs. 5,000 per maker. The practice of the 





5 Some attempt was made by the State Bank of India to keep a tab on the end-use of credit. 
The bank’s practice was to compile an opinion report of each maker of a hundi; the line of business 
of each maker was known to the Bank. It was therefore possible for the discounting officers to satisfy 
themselves about the end-use of the credit. Agents discounting the bills kept a watch on the type of 
bills that were being presented for discount to ensure that new bills of the same parties were not subs- 
tituted for old ones when the purpose for which the money was taken had been completed. 
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State Bank of India had been that, as a rule, even for shroffs with good means 
they did not discount bills for more than Rs. 10,000 per maker. As a further 
measure of safety the total liabilities of the makers was restricted to one-third 
of their reported worth. 


V.17. Till January 21, 1970, the rate of interest (discount) charged by 
nationalised banks for clean advances was 9} per cent per annum. Since 
January 21, 1970, the ceiling rate on advances has been removed, and there 
has been an enhancement in the rates which are currently around 13 per cent. 
However, none of the banks makes it a practice to obtain any information or 
certificates regarding the interest charged by multani bankers to their 
clients. In 1956, however, the Madras circle of the State Bank of India intro- 
duced a system whereby the multanis were required to submit a statement 
(for proforma see Annexure V) indicating particulars of the hundi and a certi- 
ficate to the effect that the rate of interest charged by them was less than 12 
per cent. However, no method was devised to verify the correctness of this 
certificate. Efforts were also made to introduce the system at Bombay, but 
the practice was resisted by the multani bankers at Bombay. 


V.18 A number of reporting banks were unable to provide a purpose- 
wise break-up of the outstanding discounts according to makers of hundis. 
From such of the banks that provided the replies, it seems that about 49 
per cent are discounts of traders bills; some 20 per cent are discounts pro- 
vided to small-scale industrialists and the balance relates to all others includ- 
ing agriculturists, makers of hundis who are self-employed persons and others. 
It is interesting to note that hardly any agriculturist avails of credit directly 
from the multani. A few of the makers of hundis who have been classified as 
agriculturists are persons dealing in the trading of agricultural commodities. 
This is explained by the fact that hundis made by borrowers within the metro- 
politan limits only are acceptable to the bank. In the case of the foreign 
banks, slightly different proportions are indicated; a higher proportion, around 
30 per cent, of the makers are small-scale industrialists and 50 per cent are 
traders. Another interesting feature revealed by the purposewise classifica- 
tion is that, over the years, while the share of small-scale industry has grown, 
the share of traders has gradually declined ; in other words, with the growth 
in small-scale industry, there has been a larger proportion of multani funds 
made available to small-scale industrialists (vide Statement V). 


V.19 In the past, the practice had been prevalent particularly among 
the large banks, of requiring the multanis to bring the hundi discount business 
to nil balance at a particular point of time in the year. This point of time, 
in the case of some banks, was the end of the calendar year and in the case of a 
few others was the onset of the busy season or Diwali. This was to ensure 
full liquidity and to ascertain that hundis held were genuine and really self- 
liquidating. In the case of most of the banks, the break period was one week 





6 The rate changes from time to time. 
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to a fortnight. As no special advantage was known to accrue from this re- 
quirement, opinion has gradually veered round to the point that it is not 
necessary, particularly so, as the multani can get round this practice by bor- 
rowing from other banks. Two of the large nationalised banks and. one 
foreign bank have recently waived this requirement. Some of the other 
banks, however, are of the view that a complete clean-up of all outstandings 
enables the bank to know the creditworthiness of the borrower and also that 
he can carry on his business activities in the absence of credit facilities from 
the bank. It also enables the bank to plan the employment of its own funds 
particularly as the banks accord a low priority to multani business which is 
undertaken when the funds position is relatively easy. 


V.20. From the above description of the methods employed by the 
commercial banks to evaluate the financial standing of the indigenous financial 
agencies, it appears that the credit assessment at present undertaken by the 
commercial banks with respect to the multani hundi business is of a subjective 
kind and there is no credit assessment of the ultimate borrowers nor is there 
any attempt made, even in stray cases, to ensure the end-use of the credit. 
By and large, most banks are guided by. the personal factor—market reports 
regarding credit characteristics of. the borrower, ownership of assets and 
financial worth of the party. Credit analysis in most cases of multani bankers 
stops with this. Limits are by and Jarge sanctioned in relation to the net 
worth of the party and his standing in the market. Financial statements 
such as the balance sheets, profit and loss accounts are called for by all banks 
while granting limits to the indigenous bankers but no time is devoted to their 
analysis. In fact, little attention is paid to the quality of the financial state- 
ments furnished by the multani bankers. Financial statements are an im- 
portant source of credit information but beyond a routine glance at these 
statements they are hardly used for any analysis nor is any attempt made to 
know the accuracy and dependability of the various financial statements 
furnished by the multani bankers. The objectives of the analysis of financial 
statements from the stand-point of a commercial bank are to determine the 
solvency of the borrower as of the date the statements were prepared, the 
possibility of its continued solvency, the disposition of past income and the 
ability of the borrower to generate income in the future, sufficient to repay 
the loan asked for. It was found that little or no attention is paid to the use 
of financial statements furnished by the indigenous bankers for credit evaluation 
purposes, 


V.21 True, banks which discount multani hundis select the hundis with 
great care. Most banks have fixed a certain limit for each drawer both in 
relation to an individual endorser and also in the aggregate for all endorsers 
taken together. Even so, malpractices have been observed in discounting 
and collecting hundis which had led the Reserve Bank in February 1966, to 
issue a circular to all banks advising them to exercise adequate caution and 
rigorous scrutiny in selecting hundis offered for discount and to ensure that 
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the hundis offered arise out of bona fide trade and commercial transactions. 
It would, therefore, be useful if the banks streamlined and rationalised their 
procedures along more scientific lines with regard to the discounting of multani 
hundis. Banks engaged in this business could consider giving some thought 
to the suggestions outlined below. 


V.22 Commercial banks should impress upon the multanis to maintain 
a register in which full information on the borrowers is recorded. Such in- 
formation should be obtained directly from borrowers as well as from inde- 
pendent sources. Banks should have access to this information. The busi- 
ness of discounting of bills should be restricted to those banks which have the 
necessary experience of this type of business for some length of time, because 
the business involves considerable insight and historical background of the 
various endorsers and drawers. 


V.23 In large metropolitan cities where there are large number of bor- 
rowers and an even larger number of hundis, it may not be possible to know 
the purpose for which funds borrowed are used. There is always the danger 
of leakage of funds for unproductive-purposes. The multanis should examine 
the balance sheets in addition to other details.and judge the quantum of bor- 
rowers’ requirements. Further, they should ascertain from the borrower 
the purpose of the borrowing. 


V.24 Banks should establish records of experience of the individual 
hundi makers. There is a wealth of data available within the banks which 
is not systematised. There is urgent need to build up a meaningful informa- 
tion flow in the bank with regard to transactions relating to this sector. The 
information flow should be such that it could be related to the end-use of the 
funds. ‘The crust of routine’ appears to have settled and thickened over the 
methods and procedures employed by banks for evaluating this business. It 
needs to be broken. It is necessary in the changed context, that the informa- 
tion system be properly organised. 


EXTENT OF THE RELIANCE OF INDIGENOUS FINANCIAL AGENCIES ON 
THE ORGANISED SECTOR 


V.25 An index of the development of the money market is the quantum 
of borrowing by the constituents of that market from other institutions. 
Indigenous agencies borrow from commercial banks, but unfortunately there 
are no reliable statistics to show the extent and quantum of such borrowings 
by the different indigenous agencies. The link between the organised money 
market and the indigenous markets is provided mainly by the multani shroff 
who usually endorses the hundi. The link is indeed tenuous and it is here 
that the lack of integration, which is the chief characteristic of money market 
in India, is most in evidence.’ The multani shroff raises the finance required 





7 Sayers, R. S., ‘Banking in the British Commonwealth’, 
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for hundi business partly from the commercial banks which: discount hundis. 
We have seen that in recent years, with growing credit stringency, a number 
of banks have reduced considerably the amount advanced against hundis 
and some have withdrawn altogether. Banking funds in circulation in the 
hundi market are much lower, around Rs. 20 crores, with the result that 
the hundi business has stagnated. The hundi or the indigenous bill of 
exchange is the traditional way of raising short-term finance generally in 
small amounts. The indigenous banker who specialises in providing this 
type of finance is sprawled all over the country. Multanis who predominate 
in Bombay are the best organised of them all, and the organised bill market 
as it exists in Bombay is in the form of the multani hundi market.2 The 
manner in which commercial banks provide funds to the indigenous banker 
is by discounting the bills of these agencies, but statistics regarding bills pur- 
chased and discounted by banks do not disclose the share of the different 
indigenous agencies except the multanis®. 


V.26 Statement VI gives the amount of bills purchased and discounted 
by the different classes of banks. It will be seen from the statement that 
aggregate bill business of commercial banks has increased over the years 
indicating a rise in the distribution of goods resulting from increased economic 
activity. However, despite the increased trading and manufacturing activity, 
financing by the banking system by way of purchase and discount of bills has 
been on a restricted scale, the percentage share of bills to total loans advanced 
being 15 per cent, because of the preponderance of the cash-credit system of 
financing which is preferred to a system of credit based on bill of exchange. 
Most of the bills purchased by) foreign banks by and large arise out of 
international trade transactions rather than internal trade, i.e, not from 
transactions with the unorganised sector. Accommodation to finance inland 
trade bills still takes the form largely of grant of overdraft facilities. With 
a paucity of trade bills there is no discount market in India though commer- 
cial banks do discount bills but on a limited scale. Bills are usually held until 
maturity. The result is rediscount facilities offered by the Reserve Bank 
have not so far been availed of to any sizeable extent. 


The Bill Market Scheme 


V.27 The framers of the Reserve Bank of India Act did envisage the 
purchase/discount of bills of exchange by the Bank as a method of providing 
refinance to the scheduled banks. The necessary provisions in this regard are 
embodied in Section 17 of the Reserve Bank of India Act. However, these 
provisions have remained dormant. The factors impeding the development 
of the bill market are well known—lack of uniformity in drawing up bills as 
between different parts of the country and doubts regarding their negotiability 
in the case of hundis, together with preference for cash, and the fact that there 





8 H. T. Parekh, The Bombay Money Market, p. 44. 
9 Multanis enjoy bill discounting limits with ‘the commercial banks to the tune of Rs. 40 crores. 
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was no proper distinction between a ‘genuine trade bill’ and an ‘accommoda- 
tion bill’ accounted for the lack of popularity of the bill as an instrument 
of credit. 


V.28 In January 1952, the Reserve Bank announced a scheme in terms 
of which the Bank would make advances to scheduled banks in the form of 
demand loans against their promissory notes supported by 90 days’ usance 
bills or promissory notes of their. constituents. For this purpose, banks were 
permitted to convert a part of their lendings (to business which were in the 
form of loans, cash credit or overdrafts) into usance promissory notes for 90 
days for lodging as collateral for advances. As an enticement to the banks to 
popularise the bill as an instrument of credit, the Reserve Bank offered to 
make such advances at 1/2 per cent below the Bank Rate and to bear half 
the cost of the stamp duty (which was already low at 2 annas per Rs. 1,000) 
incurred in converting demand bills into time bills. The minimum value 
of individual bills tendered was fixed at Rs. 1 lakh each, while minimum 
limit for a single advance which a bank might take at any time was fixed at 
Rs. 25 lakhs. Initially, the scheme _was restricted to banks having deposits 
of not less than Rs. 10 crores,.The exclusion during the first two years 
of small banks and of small individual advances tended to limit the benefits 
of the scheme. Two years later in 1954, however, the scheme was extended to 
cover all scheduled banks in possession of a licence irrespective of the size of 
deposits. In 1958, the bill market scheme was extended, on an experimental 
basis, to Export bills. In order that the scheme may prove beneficial to small 
exporters, the minima for the amount to be advanced to a bank at a time 
and for the amount of an individual usance promissory note to be accepted 
as security were fixed at Rs. 2 lakhs and Rs. 20,000, respectively. From the 
above it is clear that the bill market scheme did not envisage the inclusion 
of the bills of indigenous agencies'; in fact despite the recommendation of the 
Shroff Committee there was no provision for the inclusion of indigenous 
bankers’ hundis. 


V.29 In essence, the hundi market contains the seeds for the growth of 
a real bill market in this country and by making funds available through 
rediscount facility, this market could be fostered and made to grow; by this 
means, working capital could be made available to the small, but numerically 
the larger section of trade and industry. What the scheme aimed at doing 
was to promote rather the ‘bill habit than a genuine bill market’. The 
scheme is primarily a bill accommodation scheme for which purpose banks 
create bills by converting a portion of their cash credit and overdraft accounts 
into bills so as to conform to the requirements of the Reserve Bank of India 
Act. Though a market may not have been created for genuine trade bills, 
the Bill Market Scheme has served as a device to ensure elasticity of funds 
during the busy season. The scheme is an interesting innovation in the 
sense of being a compromise between the convenience of banks and their 


10 P. C. Nayak, ‘The Bill Market Scheme’, A critique, Indian Economic Journal, 
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borrowers on the one hand and between that of the Reserve Bank and the 
banking system on the other. It has sought to fit into the framework of the 
existing eligibility criteria, the requirements for seasonal finance without too 
much disturbance of banking practices’. 


V.30 In February 1970, the Reserve Bank constituted a Study Group 
to go into the questions relating to enlarging the use of the bill of exchange as 
an instrument for providing credit and the creation of a bill market in India”. 
In the view of this Study Group, bills rediscounted under the old scheme are 
not bills in the true sense, nor is there a market for them. The scheme is in 
effect an accommodation scheme on the basis of improvised bills. This may 
be attributed to the preponderance of the cash credit system of lending and the 
absence of sufficient trade bills which could be discounted with the Reserve 
Bank. 


V.31 The idea in creating a bill market is to even out liquidity pressures 
within the banking system. As the economy grows the money market broad- 
ens and with the growth in resources, the requirements of cash can be 
met more easily by rediscounting bills.cither in the bill market or with the 
Reserve Bank of India. The Creation ofa bill market would also enable 
non-banking agencies and trading bodies to find a profitable short-term 
investment outlet for their surplus funds. At the same time bills could be a 
form of borrowing for productive purposes where hypothecation of goods is 
not possible; in other words, a convenient form for stock financing. , 


V.32 To encourage the drawing and discounting of bills, the Reserve 
Bank announced at the beginning of the current busy season that under the 
new scheme, commercial banks would be able to borrow from the Reserve 
Bank against genuine trade bills, 7.¢., those that evidence sale and/or despatch 
of goods only at the Bank Rate, irtespective of the net liquidity ratio, Bills 
arising out of sale of commodities covered by selective credit controls or bills 
pertaining to supplies made to Government departments would not be covered, 
Accommodation paper where a bill may be drawn to enable the drawer to 
raise funds for trading or manufacturing activity were also not eligible for 
rediscounting. Subject to these conditions, the Reserve Bank would 
sanction limits to each of the commercial banks for rediscounting of bills under 
the new scheme. Initially, the Reserve Bank is reported to have sanctioned 
Rs. 100 crores limits to the commercial banks, but utilisation against these 
sizeable limits has been meagre. To popularise the new scheme as a further 
incentive to the banks, it is proposed that bills rediscounted under the Scheme 
after June 30, 1971, will not impair the banks’ entitlement to refinance from 








11 V. G. Pendharkar and M. Narasimham, ‘Recent Evolution of Monetary ‘Policy in India,’ 
Reserve Bank of India Bulletin, April 1966. 

12 See Report of the Study Group on Enlarging the Use of the Bill of Exchange as an Instrument of Credit 
and the Creation of a Bill Market, Reserve Bank of India Bulletin, July 1970. 

13 However, the scope of the scheme has now been widened to cover bills drawn jointly on the 
purchaser and his bank, bills drawn under the irrevocable letters of credit, and bills drawn on and 
accepted by the purchaser and endorsed by the seller in favour of his bank. 
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the Reserve Bank at the Bank Rate, irrespective of their net liquidity ratio 
position; in other words, borrowings against such bills will not be taken into 
account for working out the net liquidity ratio. 


V.33 From available indications it would appear that the progress in 
the implementation of the new scheme has been slow. To press the banks to 
use the bill of exchange as an instrument of credit and thereby create a genuine 
bill market, the Reserve Bank has announced that with effect from June 30, 
1971, the Bank would withdraw the facilities available under the old scheme 
whereby bills were manufactured by banks purely for the purpose of enabling 
the banks to borrow from the Reserve Bank. The withdrawal of the earlier 
facility is calculated to compel banks to find eligible bills against which they 
could borrow from the Reserve Bank. 


V.34 So far the new scheme has not caught on. As envisaged by the 
Study Group, the initial resistance both on the part of the commercial banks 
and the borrowers has not worn out. Banks are reluctant to advocate the 
scheme because, on their part, credit against book debts calls for less super- 
vision and follow-up, whereas on the part of the borrowers credit against 
book debts permits a measure of laxity in the repayment of the loan. There 
is resistance on the part of the buyers of goods to accept the bills of exchange 
drawn on them by sellers or to ask their bankers to accept such bills on their 
behalf, as this would bind them to make payment for purchases within the 
period of the bill (the maximum usance period for a bill under the 
scheme is 90 days). 


V.35 One way of broadening the bill market and making the scheme 
popular would be to find a way to link the multani hundi which, in essence, 
is a bill of exchange with the bill market scheme. On account of the peculiar 
nature of the hundi trade, it appears to be the most practical instrument for 
the provision of working capital to the small man in trade and industry and 
its encouragement is best possible by bringing the hundi into the fold of the 
bill market. This would in turn give a fillip to the bill market scheme. 


V.36 The authors of the new bill market scheme, while recognising 
that a bill of exchange can be drawn in connection with the sale of goods as 
also to enable the drawer to raise funds for financing his trading or manufac- 
turing activity, were reluctant to include under the new scheme, bills arising 
from the latter type of transaction on the plea that it is not always easy to 
verify the genuineness of the transaction. The fact that a multani bill gets 
repaid in 90 days is itself not a conclusive argument that it is a trade bill, 
nonetheless the presumption is that it originates from genuine trade require- 
ments and therefore gets repaid in normal course of business. For instance, 
in the recent credit squeeze banks suddenly recalled their advances to the 
multanis who were able to reduce their outstandings to the commercial banks 
by as much as Rs. 10 crores in Bombay although with great hardship to 
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themselves and their customers. Besides it should not be too difficult to 
devise some method whereby it is possible to ensure that the credit made 
available against a multani hundi has been used for productive purposes. 
Of late, commercial banks have been directed to exercise greater scrutiny and 
resort to stricter screening particularly in respect of the purpose for which 
credit has been extended by multanis. As a consequence multanis are 
required to provide the following details on the face of the hundi, viz., the 
address of the borrower and the nature of his business and also the purpose of 
the hundi loan. This information should go a long way in enabling the 
bank to carry out random checks from time to time of a few loans to verify 
the end-use of the credit. 


V.37 The advantages of the Reserve Bank providing rediscounting 
facilities to the multani hundi will help the growth of a bill market. The 
idea in creating a bill market is that there will be multiple rediscounting of 
bills which would help to even out the liquidity problems, This implies 
that bills may be traded among banks or other non-banking financial institu- 
tions who may be interested in short-term investments of their surplus funds. 
At present in view of the limited use of the system of lending by bills of ex- 
change, the work of acceptance can be taken care of by the commercial banks. 
But once a vigorous bill market is created, the need for intermediaries who 
may act between sellers and purchasers may have to be filled. This role 
could primarily be played by the indigenous bankers who could function as 
intermediaries for the buyers or sellers and could on certain occasions consider 
taking up bills on their own account, 


Cuapter VI 


AN APPROACH TO REGULATION AND CONTROL 


VI.1 The history of indigenous banking in the last hundred years has 
been punctuated by sporadic attempts to regulate the working of indigenous 
financial agencies. Regulation and control become necessary to overcome 
the shortcomings and repair the deficiencies in the system. For example, 
there are provisions in these enactments for licensing/registration of money- 
lenders, fixation of maximum interest rates, maintenance of proper records, 
insulation of certain classes of assets of cultivators from attachment in execu- 
tion of decrees. 


VI.2 However, most of the legislative attempts aimed at curbing or 
regulating the activities of indigenous financial agencies have proved abortive. 
Experience has shown that enforcement of the regulations relating to usury 
laws is fraught with difficulties. 


VI.3 Before outlining the guidelines for a rational approach to regula- 
tion and control of indigenous financial agencies, it may be worthwhile to 
review and evaluate the various acts and statutory rules governing the activi- 
ties of these agencies. 


VI.4 The Deccan Agriculturists Relief Act of 1879 was the first piece 
of debt relief legislation directed to protect the agriculturist debtor from the 
rapacity of the moneylenders. It authorised the courts of law to go into the 
history of a credit transaction and invalidate agreements in which rates of 
interest were harsh and unconscionably high. The courts were given powers 
to grant relief by reducing the interest, scaling down of debts and drawing up 
a phased schedule of repayment. Unless the land was specifically mort- 
gaged, the courts could protect the agriculturist from arrest and compulsory 
sale of land. Effective implementation of the Act was, however, defeated on 
two counts ; first, the creditors sought to evade the Act by producing docu- 
ments which purported to show that the rate of interest charged was fair and 
reasonable, whereas in actual practice the creditors charged a rate of interest 
which was extortionate and secondly, the borrowers were tempted to evade 
repayment under the insolvency provisions. 


V1.5 The debt relief legislation was followed in several States by the 
passing of the Land Alienation Acts which sought to prevent transfer of land 
from agriculturist borrowers to moneylenders thereby preventing the growth 
of landless labour. The restrictions on the transferability of land were either 
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restrictions on the sale of land or restrictions on the mortgage of land. For 
the working of the Acts, the governments declared certain communities to 
be castes engaged in agriculture and land could be transferred among the 
members of such castes only. Land Alienation Acts thus saved the cultivator 
from the clutches of the non-agriculturist moneylender but at the same time 
led to the creation of a class of usurious moneylenders among the well-to-do 
zamindars (big land owners) who thrived in the absence of competition, for 
there was no restriction on the transfer of lands in their case. This legisla- 
tion, far from aiding the cultivator to scale down the debt, had the contrary 
effect of increasing the debt, for in the event of the cultivator being forced to 
sell the land to pay the loan, the sale being restricted by the Alienation Acts 
to certain classes of persons, resulted in the cultivator obtaining a lower sale 
value for his land. 


VI.6 The Usurious Loan Act, 1918, sought to protect the debtors 
against extortionate rates of interest by authorising the courts to reopen on 
their own, old cases and relieve the debtor of all liability in respect of excessive 
interest. The rule of Damdupat under which no debtor was liable to pay by 
way of interest an amount exceeding the principal of the loan came to be 
applied. The main drawback. of this legislation was that it failed to 
define what constituted an excessive rate of interest or an ‘unfair’ transac- 
tion. It only prevented the lenders from charging unfair rates. Thus, the 
law remained ineffective in every province mainly because of uncertainty 
of interpretation regarding provisions relating to excessive rates of interest and 
want of sufficient evidence to prove that the cost of the loan was excessive. 


VI.7 While the foregoing legislation represented attempts to protect 
the agriculturist from the malpractices of private lending agencies, the problem 
of repayment of old debts assumed serious dimensions and the Royal Com- 
mission on Agriculture recommended the Rural Insolvency Act which sought 
to scale down the debt to an amount which the agriculturist could pay. The 
problem of old debts was accentuated in the depression years when owing to 
the sharp fall in agricultural prices, the agriculturist was unable to meet 
even his current liabilities, leave alone old debts. In most States, a spate 
of suits for attachment of land were in evidence with the result that the Govern- 
ments of Uttar Pradesh, Punjab and Madras brought forward notifications 
declaring a moratorium on the execution of decrees. 


V1.8 The Usurious Loan Act having proved ineffective, fresh legisla- 
tive measures were enacted by most States to regulate the activities of the 
moneylenders. The basis of the Moneylenders Act in the various States was 
the Punjab Regulation of Accounts Bill, 1926, the purpose of which was to 
eradicate the evils of moneylending by curbing and regulating the activities 
of moneylenders. The Moneylenders Acts were not intended to exterminate 
the moneylenders ; rather the objective of the legislation was to introduce 
some element of discipline into their activities by compelling them to register 
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their agencies, maintain proper books of accounts, adopt fair methods of 
business and discard anti-social methods. These laws, though not uniform 
in all respects, had certain common features, viz., they provided for: (1) the 
maintenance of proper accounts with complete details of every loan transac- 
tion, (2) submission of periodical statements to the debtors in respect of each 
loan transaction with the principal and interest elements shown separately, 
(3) issue of receipts for payments made by the debtor and (4) fixation of 
maximum rates which could be charged for secured and unsecured lending. 
Some of the later Acts provided for compulsory registration and licensing of 
moneylenders. The unregistered moneylenders were debarred from re- 
course to courts of law for the recovery of their dues. 


VI.9 Although Uttar Pradesh is the largest and the most thickly popu- 
lated State, it has not yet enacted any legislation relating to the moneylenders'. 
The Uttar Pradesh Usurious Loans Act, 1918 alone is operative and this 
prescribes a ceiling of 12 per cent on secured advances and 24 per cent on 
unsecured advances. None of the Acts in force provides for all the provisions. 
The Assam and Coorg Moneylenders-Acts do not provide for either registra- 
tion or licensing. The Acts, however, make it obligatory on the money- 
lenders to maintain accounts and furnish periodical statements of accounts 
to the debtors. In Maharashtra, Andhra Pradesh, Mysore and West Bengal, 
the Acts make it obligatory on the part of the moneylender to obtain a licence 
for conducting the business of moneylending. The licence is valid for a 
specific period of time—one to three years—and on expiry has to be renewed. 
In Bihar, Orissa and Punjab, the Acts make it obligatory on moneylenders 
to register their business ; however, they are not required to obtain a licence 
for conducting the business of moneylending. 


VI.10 In all States, the Acts require the maintenance of proper accounts 
in the prescribed form by the moneylenders and require that the principal 
and interest portions of each loan transaction be shown separately. The 
accounts are also to indicate datewise the progressive repayments by the 
borrowers. All Moneylenders Acts provide for a ceiling rate on interest both 
in respect of secured and unsecured advances. In most States the charging 
of compound interest is prohibited. 


VI.11 In the event of dispute regarding the recovery of the loan, the 
court would not allow interest in excess of the prescribed maximum rate; 
in fact in Maharashtra and Tamil Nadu, the charging of interest in excess of 
the stipulated ceiling has been made a punishable offence under the Act. 
In Maharashtra, Andhra Pradesh and Madhya Pradesh, the rule of damdupat 
is also applicable. 





1 ft is, however, understood that the U.P. Government proposes to enact legislation cn the 
pattern of the Bombay Moneylenders Act. 
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VI.12 The enactments also vary in their coverage regarding money- 
lending transactions. In Bombay, for instance, persons advancing loans to 
traders exclusively are not required to take a licence for carrying on their 
business under the Bombay Moneylenders Act, 19467. This provision of the 
Act, therefore, excludes all persons advancing loans exclusively to a trader 
as defined in Section 2(18) of the Act. They would, however, be governed 
by provisions of Sections 23 and 25 of the Act relating to the rates of interest 
which could be charged but they would not be required to obtain licences 
under the Act for conducting their business. In view of these provisions the 
multani shroffs and the Gujarati shroffs in Bombay/Gujarat, although engaged 
in the business of making loans, are exempt from the purview of the Act 
except in respect of the ceiling on interest rate which they are required to 
observe under this Act. On the other hand, according to the Madras Money- 
lenders Act all loans exceeding three thousand rupees are exempt from the 
purview of this legislation. Since loans extended by the multanis and the 
chettiars in Madras exceed three thousand rupees their activities are not 
subject to any of the rules and regulations laid down in the Madras 
Moneylenders Act. 


VI.13 Likewise the Bengal’ Moneylenders Act 1940 excludes all com- 
mercial loans from the purview of the Act while the Punjab and Coorg Acts 
exclude from their purview transactions which are in substance, mortgage 
or sale of immovable property. Most States exempt commercial banks 
from the purview of the legislation; however, the Orissa Act does not exclude 
from its application loans advanced by the commercial banks which means 
that moneylenders enactment in Orissa will apply to commercial banks also. 


VI.14 Although legislation~seeking to regulate the activities of the 
moneylenders is in existence in almost all the principal States, enforcement of 
this legislation has been inefficient and poor and widespread evasion of the 
law is in evidence because of the weaknesses in the apparatus of control. 
Two of these supposed weaknesses are: (i) a number of indigenous financial 
agencies circumvent the legal provisions by taking undue advantage of exemp- 
tions granted to traders or exemptions granted to loans above a certain 
amount, and (ti) various methods are employed to circumvent the rules, 
é.g., Maintaining duplicate account books, demanding advance interest pay- 
ments or demanding conditional sale deeds or doing business without a licence. 
The net effect of the legislation has been to drive the honest moneylenders 
out of business and substituting for them dishonest agencies whom the Act 
intends to regulate and control. For want of effective implementation, 
moneylenders legislation survives in most States largely as a museum piece. 
This is clearly brought out from the replies of most State Governments to the 





2 Section 2(9) of the Bombay/Gujarat Moneylenders Act, 1946 defines loan for the purposes of 
that Act; Clause (9) of the definition read with the opening words provides inter alia, that except for 
the purposes of Sections 23 and 26 of the Act, a loan to a trader is not included within the definition 
of the word ‘Joan’ in Section 2(9) of the Act. 
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enquiries of the Study Group regarding the working of the Moneylenders 
Acts. Several of the States reported that so far they have not reviewed the 
working of the Moneylenders Acts and except for the number of licensed 
moneylenders they are not in a position to provide any other statistical data 
relating to the activities of the moneylenders. A few States, however, have 
been able to provide information on the number of moneylenders and the 
amount advanced by them. Except for Maharashtra, no State has been able 
to give a break-up of the advances into secured and unsecured, although under 
the moneylenders legislation separate interest ceilings have been prescribed 
for secured and unsecured lending. Likewise, no State barring Maharashtra, 
has been able to provide details in respect of the type of borrowers, viz., traders 
or non-traders. Data furnished by the seven States with regard to the 
number of moneylenders and the volume of transactions of moneylenders 
are presented in Statement VII which shows that the number of registered 
moneylenders increased from 11,760 in 1964-65 to 25,103 in 1968-69. 
The quantum of credit made available by licensed, moneylenders in the 
States of Tamil Nadu, Mysore, Maharashtra and Gujarat was in the region 
of Rs. 80 crores. With regard to Maharashtra, the figures relate to transac- 
tions within Greater Bombay and_not to the whole of Maharashtra. Despite 
the partial and poor coverage of the data, the figures are illustrative of the 
volume of credit which is made available through private credit agencies and 
highlight the need for regulating the flow of credit through indigenous sources. 


VI.15 Annual review of the working of the Act is undertaken only in 
Maharashtra and Tamil Nadu. From the reports it is evident that enforce- 
ment of the Acts rests with the Co-operative Departments which are saddled 
with multifarious duties relating to the recovery of monies lent by co-opera- 
tives, collection of contribution of debentures of land development banks, 
keeping a watch over outlay and proposed utilisation of loans, development 
of linking credit with marketing, and organisation and supervision over con- 
sumers’ societies and central stores. As a result, the field staff are burdened 
with work demanding priority and the normal work of administering the 
moneylenders legislation tends naturally to suffer, as this work is assigned the 
lowest priority. Except for the preliminary work of issuing and renewing 
of licences, the other aspects of regulation and control such as inspection of 
accounts, examination of debtors, paying surprise visits to the business premises 
and keeping watch on pay days at the gates of mills, factories, workshops, 
etc., where the moneylender is in the habit of -visiting, tend to get neglected. 
In fact, there are no follow-up measures to assure that the terms of lending 
and methods of financing are appropriate and within the framework of the 
law. The laxity of control and proper administration of the Moneylenders 
Acts have enabled moneylenders to evade the control and supervision of the 
administering authorities’, The slow progress in detecting cases of illicit 
business, non-renewal of licences, prosecutions of offending agencies, etc., is 





3 In Bombay alone, the number of moneylenders who failed to get their licences renewed has 
progressively increased from 858 in 1964-65 to 1,032 jn 1966-67, 
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indicative of the inability of the department entrusted with enforcement of 
the law to handle the work involved. 


VI.16 Realising the importance of efficient administration of the above 
legislation, the plea has been made by several committees for separate and 
special administrative arrangements. The Agricultural Finance Sub-Com- 
mittee had rightly pointed out that ‘to make the Act effective it is necessary 
to create a special supervisory agency charged with the duties of inspecting 
the books of accounts of moneylenders in order to ensure that the regulatory 
controls are properly enforced and the offenders are brought to book’. 
Failure to provide a separate supervisory or inspecting machinery is a grave 
lacunae in the administration of this legislation. 


VI.17. Mere formulation of legislation without effective administra- 
tive machinery to enforce the legislation has resulted, as the Shroff Committee 
has indicated, in the decline of professional moneylenders and an increase in 
those of non-professionals. The Reserve Bank, in its statutory report, has 
endorsed the view that legislation alone will not succeed in improving the 
methods of moneylenders. Experience, has also shown that any attempt 
directed to suppress usury only-increases the employment of fictitious devices. 
U.N.O. Report on ‘Domestic Financing of Economic Development’ also 
comes to the conclusion that control of interest rates without attempting to 
solve the basic factors, viz., creditworthiness of the borrower, ensuring end- 
use of the credit for productive purposes, etc., merely succeeds in driving 
credit away. 


VI.18 It is common knowledge that legal rates of interest prescribed 
under the Moneylenders Act are universally ignored and that their disregard 
is of little consequence to the authorities administering the legislation. If 
experience has shown that administratively the task of enforcing the maximum 
rate is difficult, it would be preferable as in the U.K. Moneylenders Act of 
1927 not to set a legal maximum on the rate of interest. The U.K. Act has 
set only a legislative guide; for instance, in the U.K. if interest on a loan 
exceeds 48 per cent, the courts would regard such interest as excessive and 
such a transaction would be regarded as harsh and unconscionable. Rather 
than statutorily pegging the rate of interest at a particular level, the authori- 
ties enforcing the legislation should be vested with powers to determine the 
reasonable rates for any transaction with sufficient flexibility to alter the rates 
from time to time in the light of the trends in the money market rates. 


VI.19 The present practice of statutorily fixing the maximum rate 
which bears little or no relation to rates obtaining in the rest of the economy 
has a tendency to be evaded. For instance, the Bombay Moneylenders 
Act has fixed the rate at 15 per cent for unsecured advances, The current 
discount rate of commercial banks for the hundi is 13 per cent, with the result 
that, to circumvent the statutory ceiling, the excess interest is received in cash, 
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which means that it is earned ‘under the table’. Implications of such a 
ceiling are clear; it goes to increase black money circulation and also deprives 
the exchequer of much needed revenue. It would thus be preferable not to 
impose any statutory ceiling on interest rates ; rather seek to control transac- 
tions of moneylenders through vigorous licensing. 


VI.20 The following suggestions in respect of the moneylenders legis- 
lation could be considered: (1) Legislation should be uniform throughout 
the country and placed on an all-India basis. (2) Co-operative and com- 
mercial banks should be exempt in all States from the restrictive features of 
the moneylenders legislation. Currently in some States they are bracketed 
with moneylenders and this tends to restrict the area of their operation. 
(3) In many States the ceilings on interest rates are quite out of line with 
current market rates. Statutory ceilings should be withdrawn and authori- 
ties enforcing the legislation be vested with powers to determine the rates 
from time to time. (4) The Departments of Co-operation should be relieved 
of the responsibility of administering the moneylenders legislation. Separate 
supervisory agency should be created to regulate and control the activities 
of the moneylenders and review their operations from time to time. 


VI.21 The goal of protecting the public against loss can best be achieved 
with these legislative safeguards, viz., adequate disclosure, competent super- 
vision and legal powers giving the right to force correction of unsound or 
careless practices and to prosecute those engaged in fraudulent activities. 


ATTEMPTS TO IMPROVE THE INDIGENOUS BANKING SysTEM 


VI.22 Attempts to improve the working of the indigenous financial 
agencies have been made in the past but with little or no success. Legislation 
has been, however, mainly directed to regulate and curb the activities of 
moneylenders. So far as the indigenous bankers are concerned their activi- 
ties are not governed by the provisions of the Banking Regulation Act although 
they are known to carry on the business of banking. The word banking as 
defined in Section 5(1)(b) of the Banking Companies (Amendment) Act, 
is not applicable to indigenous bankers because the definition as per the 
Act applies only to banking companies transacting the business of banking 
in India. The indigenous bankers carry on their business individually or as 
joint family firms or as partnership firms; as such they are not governed by the 
provisions of the Banking Regulation Act, 1949. Nor are they subject to the 
Moneylenders Act, except that in Maharashtra and Gujarat some provisions 
of the Moneylenders legislation have been made applicable to indigenous 
bankers also. 


VI1.23 The Reserve Bank, under the Act constituting it, was obliged to 
explore the possibility of bringing the indigenous bankers within the fold of the 
banking system. On several occasions in the past the Bank made attempts 
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to establish contact with indigenous bankers. A historical review of the 
efforts to bring about a link clearly shows that pristine purity of banking 
concepts led to a breaking off of the attempts. 


VI.24 The Central Banking Enquiry Committee which made a detailed 
study of the unorganised sector, noted a decline in the banking business of 
indigenous bankers largely as a result of competition from commercial and 
co-operative banks. The Committee, however, considered that their activi- 
ties should not be allowed to languish and that ‘some action should be taken 
to improve the position of the indigenous banker and to make him a useful 
member of the Indian banking system, the aim being to try to restore these 
bankers to the place which they enjoyed in India until the middle of the last 
century’. It was, therefore, suggested that on creation of the Reserve Bank, 
the indigenous bankers along with the commercial and co-operative banks, 
be brought into direct relationship with the Reserve Bank and be provided 
with rediscount facilities. The Committee made definite proposals for linking 
with the Reserve Bank such of the indigenous bankers as: (a) were engaged 
in banking business or were prepared to shed their non-banking business, 
(6) had a minimum capital and reserves (no figure was stipulated), (c) kept 
accounts in the usual recognised manner and had them regularly audited 
by recognised auditors and (d) did not charge unduly high rates of interest. 
Bankers satisfying the above conditions could be placed on the approved list 
of the Bank and given the rediscount and remittance facilities. It was also 
proposed that such of the indigenous bankers whose deposits did not exceed 
five times their capital should during the first five years of the working of the 
Reserve Bank be exempted from the maintenance of compulsory deposits 
with the Bank. 


VI.25 The Joint Select Committee.too recognised the need for linking 
indigenous bankers with the Reserve Bank by bringing them within the ambit 
of the Bank’s scheme of rediscounting in order that the Bank’s credit control 
policy was able to influence effectively the rates of interest prevailing through- 
out the money market. Pursuant to the recommendations of the Central 
Banking Enquiry Committee, the framers of the Reserve Bank of India Act 
made it obligatory on the Bank to draw up a scheme and prepare legislation 
if necessary on the inclusion of indigenous bankers doing banking business 
and not covered under the Second Schedule to the Act (Section 55 of the 
Act)*, 


4 The significance of this provision was aptly explained by Sir George Schuster: ‘It is impos- 
sible to overestimate the importance that indigenous banker plays in the whole of the banking and 
credit machinery in India ..... his part of the organisation represents, if anything more than 90 per 
cent of the whole, and it is unfortunately true that the links between the whole of the system and the 
modern banking system in India—inspite of the development of rural co-operative societies and inspite 
of the opening of one hundred new branches by the Imperial Bank of India, are still rudimentary and 
incomplete..... we recognise that until the vast portion of India’s banking and credit machinery, 
which is represented by indigenous bankers is put into gear with the relatively small machine of the 
modernised money market, with the Reserve Bank as its central control, it will be impossible for the 


(Continued on next page) 
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VI.26 The Bank attempted to deal with the matter by soliciting 
detailed information from the Provincial Governments whether bankers 
were prepared to register themselves and accept the discipline required of 
them to be put on the approved list of bankers. The Provincial Govern- 
ments were not prepared to commit themselves in this regard, with the result 
that the Report to the Government under Section 55 did not go beyond sug- 
gesting the possibility of registering indigenous bankers and accepting the 
names of such parties as one of the two names on the paper routed through 
scheduled banks. 


VI.27 In May 1937, the Bank issued a circular letter to scheduled 
banks and shroffs associations, stating that in view of the large number of 
indigenous bankers and the highly personal and fluctuating character of their 
business, the Bank would only deal with them through some intermediate 
agencies which would share the financial responsibilities and make a proper 
assessment of their transactions. The Bank, however, gave an undertaking 
that it would consider any practical scheme emanating from the indigenous 
bankers or anyone else for a direct link with the Reserve Bank. However, 
a direct link with Reserve Bank, of India could only be considered if the latter 
confined their activities to banking proper and financed bona fide trade transac- 
tions and not transactions of a speculative nature. If indigenous bankers 
were prepared to abide by these conditions, the Reserve Bank would be 
willing to implement a scheme which had been provisionally drawn up by it, 
and under which it would provide accommodation against a bona fide trade 
bill originating from a merchant or an agriculturist and endorsed by the 
indigenous banker and discounted with a scheduled bank or against a pro- 
missory note originating with an indigenous banker with a possible second 
signature and discounted by a scheduled bank. The scheduled banks were 
required to maintain a list of shroffs with whom they were prepared to do 
business and also a record showing credit limits accorded to them and type 
of business entertained by the shroffs. Until the Reserve Bank had acquired 
experience of the amount and character of credit which was likely to be in- 
volved it was not prepared to discount such bills but merely make advances 
against them under Section 17(4)(c) of the Act. 


~VI.28 The circular was criticized on the ground that the spirit of the 
circular ran contrary to the declared intentions of the Government which 
had desired that indigenous bankers be brought into direct relations with the 





Reserve Bank to exercise that full control of currency and credit of India which is understood as the 
function of a central bank in western countries ; and it will be equally impossible for the masses of 
the people who populate the country-side of India to get full benefits of credit and banking facilities 
on reasonable terms which a well organised system of banking ought to have. That..... it is a 
problem which I at any rate personally feel must be thought of not in terms of displacing the vast 
masses of indigenous bankers throughout the country but of making the fullest use of them by adapt- 
ing their methods so that they may fit in with the modern banking system and the central bank.’ 
Section 55(1)(a) of the Act required the Reserve Bank to examine and submit a report within three 
years from the date on which the Section became operative, i.e., January 1, 1935. 
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Reserve Bank. The Bombay Shroffs Association regarded direct relationship 
between the indigenous bankers and the Reserve Bank as a cardinal and 
fundamental principle. According to the Association, to ask the indigenous 
bankers to come to the Reserve Bank through scheduled banks was unjust to 
the former who were rivals of the latter. The Association wanted the Bank 
to place an indigenous banker with a capital of Rs. 2 lakhs on its approved 
list and extend to him all privileges enjoyed by scheduled banks. 


VI.29 In the light of the criticism to the circular letter, the Bank in 
August 1937, formulated a draft scheme for direct linking of the indigenous 
bankers with the Bank along the lines recommended by the Central Banking 
Enquiry Committee. The scheme was to be operated on an experimental 
basis and was to be applicable to indigenous bankers confining their activities 
to banking proper and having a minimum working capital. of Rs. 2 lakhs. 
Those agreeable to these conditions would be entitled to the privilege of 
rediscount facilities against eligible paper, the right of advances against Govern- 
ment paper and remittance facilities similar to those enjoyed by scheduled 
banks. They were, however, exempted from the obligation to maintain 
deposits with the Bank during the experimental stage. 


VI.30 The precondition of legal segregation of banking from non- 
banking business led to a breaking off of the attempts at linking. Further, 
the indigenous bankers who were by then receiving ample assistance from the 
Imperial Bank and the other banks were unwilling to adopt ways which 
were inconvenient to them. They reacted unfavourably to the Bank’s sug- 
gestions of giving publicity to their accounts and maintaining them in the 
approved form. The letter of Seth Fatichand Gokaldas of Madura is typical 
of their reactions. It read: ‘Our business is based on strict privacy and it 
will greatly hamper our business if we make up our minds to show our account 
books. Besides, like the Reserve Bank, every other blessed bank having 
dealings with us will call upon us to produce our accounts at any time and 
the result will be, we will be at the mercy of the scheduled banks..... If the 
Reserve Bank wishes to do business with the indigenous bankers on the lines 
of the Imperial Bank and other banks, this step will be most welcome.... 
but on the terms and conditions mentioned by you we may assure you no 
banker with self respect would come to your door to have the facility of dis- 
counting bills with you”. 


VI.31 The Bank authorities realised the futility of attempting a direct 
link and informed the Government that it could not recommend any legisla- 
tion to amend the Reserve Bank Act to bring indigenous bankers within the 
purview of the Act. In the opinion of the Bank, the ultimate solution lay 
in the development of a bill market in which first class bills would be negotiated. 
It would then be possible for the bank to extend its open market operations to 
trade bills thereby giving first class indigenous bankers the closer and possibly 
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the direct relationship which they desired without compelling them to make 
radical changes in the character of their business. 


VI.32 At the instance of the Bombay Shroffs Association the question 
was again revived in 1941. This time the Reserve Bank agreed not to insist 
on immediate shedding of non-banking business but suggested, in the first 
instance, its segregation from banking business and within a stipulated period 
shroffs were to discard non-banking business altogether. These conditions 
were again unacceptable to the shroffs. 


VI.33. The problem was again reviewed by the Select Committee 
on Banking Companies Bill in 1946 which pointed out several constitutional 
difficulties in the process of direct integration. In 1954, the Shroff Committee 
on Finance for the Private Sector recommended that the Reserve Bank should 
take steps to encourage the rediscounting of usance bills of indigenous bankers 
through the scheduled banks. The Reserve Bank felt that extension of this 
facility to multani hundis would not be of much significance except theore- 
tically. The purpose behind this recommendation was to provide the banks 
which discount these hundis with additional funds. But the principal banks 
which undertook this business could’ easily borrow from the Reserve Bank, if 
necessary, against other usance bills and Government securities whenever 
they required more funds. The Reserve Bank, therefore, felt that there was 
no justification in creating an elaborate machinery for rediscounting these 
hundis. 


VI.34 In view of the legislative and practical difficulties in the way of 
integration of the two sectors, official thinking on this question has veered 
round to the approach that strengthening the co-operative movement and 
institutional spread of banking through. branch expansion of commercial 
banks would be the most potent instruments for narrowing the area of opera- 
tion of indigenous financial agencies. To the extent that the banking system 
covers a greater area of economic activity, both territorially and functionally, 
there is every likelihood of the less efficient of the indigenous agencies being 
slowly but surely squeezed out of business. The more efficient among them 
would have to accept some measures of regulation and control. 


VI.35 Regulation and control are inherent in the scheme of things. 
However, regulation and control should be so designed as to promote the 
continued evolution of the financial system, to encourage it to be creative and 
competitive. An appropriate regulatory environment has to be created which 
permits quick and efficient adaptation of the banking machinery to the 
changing needs of borrowers and lenders, while offering reasonable protection 
against loss or exploitation to those who deal with institutions and firms doing 
banking business. Finally, the framework of banking law should be such as 
to provide a fair and acceptable pattern of regulation which does not dis- 
criminate among agencies doing essentially similar business. 
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VI.36 At the same time an effectively executed and well designed 
system of regulation does not mean excessively rigid and detailed procedures 
which enhance costs and reduce the efficiency and flexibility of the financial 
system. 


VI.37 This is the general principle the Group has kept before it in sug- 
gesting measures for regulation and control. Actual recommendations and 
suggestions for regulation and control for bringing indigenous bankers into 
the organised banking fold are described in the next chapter. 


Cuaprer VII 


FUTURE OF INDIGENOUS BANKING SYSTEM— 
SUGGESTIONS AND RECOMMENDATIONS 


VII.1 The foregoing chapters lead to the conclusion that while indi- 
genous banking has been rendering a valuable service to certain segments of 
the economy, may be, its continued utility and growth would depend upon 
the readiness with which it transforms itself into an instrument of productive 
credit to the neglected sectors of the economy at a reasonable price. Despite 
the rapidly expanding geographical coverage of the organised banking system, 
the flexibility of operations and the intimate personalised nature of credit 
dispensation which are the hallmarks of indigenous banking, invest the indi- 
genous banker with a role uniquely his own but then he must respond to the 
socio-economic compulsions of today. The Study Group has taken note of 
the fact that but for the services of the indigenous bankers, several segments 
of the neglected sector would have been even more neglected. For example, 
the indigenous banker has played a valuable role in the percolation of ‘retail 
credit’ (credit to retail trade) ; even as late as 1968, commercial banks’ 
credit to retail trade accounted for barely 2% of total bank credit. 


VII.2 The Study Group has examined in depth, whether on the expan- 
sion, reorganisation and institutionalisation of the credit machinery, there is 
need for the continued existence of indigenous banking agencies. If so, in 
what manner should they transform themselves to contemporary requirements, 
or if there is no room any longer for indigenous banking agencies, should they 
be allowed to fade out or should there be a phased programme for their 
removal ? 


VII.3 Today there is a network of financial institutions. Would the 
survival of indigenous bankers, whether through indifference or as a result 
of deliberate policy, imply foreclosure of an avenue which is supposed to be 
relaid and broadened by commercial banks on a more systematic basis ? 
Or, has the economic landscape room for the ministrations of indigenous 
bankers through whom credit has continued to flow for so long? In other 
words, would the commercial banks be in a position to supply funds to millions 
of small borrowers with comparable ease and informality, z.¢., give loans on 
the basis of personal creditworthiness rather than tangible securities? Or 
would it be correct to say that indigenous bankers perform a gap-filling func- 
tion inasmuch as they are catering to a class of borrowers whom the banks for 
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various reasons cannot reach directly? And what follows as a corollary, 
is there need to forge a stronger link between the organised and the indigenous 
financial sectors ? 


VII.4 The broad conclusion of the Study Group’s enquiry is that the 
system of indigenous banking is an institution worthy of notice, its roots firmly 
established in the soil, its evolution and growth a striking measure of its popu- 
larity and superiority over other financial institutions, at least in regard to 
some specific financial needs. Oral evidence given by a cross section of the 
borrowers supports the belief that indigenous bankers have fulfilled their 
limited role rather well. 


VII.5 The hundi is the oldest surviving credit instrument, the merits 
of which cannot be denied. For instance, the ease with which a darshani 
hundi can be endorsed and the widespread use of this instrument for transfer 
of funds suggests that this indigenous instrument has a close kinship with the 
more sophisticated demand draft. Likewise, the usance hundi has essentially 
the characteristics of a usance bill of exchange ; it is a short-term paper, 
highly liquid in character. The evolution and growth of hundis has been 
prompted by convention, custom and usage. of the mercantile community 
in different parts of the country and is not“an instrument born out of law. 
It has thus proved to be a convenient instrument for financing trade and 
investment. 


VII.6. In many ways the indigenous bankers constitute an indispensable 
link between the organised banking system and the class of small borrowers 
who may not be in a position to obtain funds at the right time and in the right 
quantum from the organised banking system. True, the organised and the 
unorganised markets are largely separate but, the indigenous bankers who 
are the organised groups in the unorganised sector, provide a vital link, For 
instance, the discounting shroffs (the multanis)act as the intermediary between 
the commercial banks and the small borrowers about whose creditworthiness 
the bank would not usually have adequate information. To some extent, a 
link is also provided by the Gujarati shroffs who maintain accounts with the 
commercial banks and the marwari kayas and chettiars who also enjoy dis- 
counting facilities with commercial banks. 


VII.7 At one time these arrangements could have been made the 
basis for the growth of an integrated money market through a direct link 
with the Reserve Bank. Hundis supported by the endorsement of a com- 
mercial bank could theoretically speaking be accepted by. the Reserve Bank 
for rediscounting as eligible paper. In the view of the Study Group, the 
hundi could have provided an appropriate basis for the development of a 
truly integrated bill market adapted to the needs of the local environment. 
The hardening of attitudes on both sides, however, rendered any direct link 
or integration with the organised sector difficult. The indigenous bankers 
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were reluctant to segregate their banking and non-banking activities. Another 
major difficulty was that the authorities were sceptical of regarding the hundi 
as emanating from a particular trade transaction and therefore as a genuine 
trade bill. In their opinion the advances were more often in the nature of 
accommodation paper and in the absence of documentary evidence to back 
the paper, it was difficult to say that the credit was in all cases used to support 
a genuine productive activity. 


VII.8 In any event, with the nationalisation of major commercial 
banks and the emphasis of policy on the expansion of branches and direct 
financing of priority sectors like small-scale industry and agriculture, the 
urgency for a link between the two sectors appears to have receded into the 
background. The orientation of the commercial bank lending policy to 
cover a wider area of the previously unsatisfied or partially satisfied bor- 
rowers and meeting their needs at a lower cost, no doubt poses a potential 
threat to the traditional business of indigenous bankers. Although the Cen- 
tral Banking Enquiry Committee recommended that the indigenous bankers 
be linked directly with the Reserve Bank of India and although the indigenous 
bankers were keen on such a link.in the first half of this century, the Study 
Group is of the opinion that it is not now necessary or feasible to establish such 
a direct link. 


VII.9 In some quarters the extreme view is held that indigenous 
bankers make no contribution to development and should be eliminated. 
The Study Group does not subscribe to this. view ; in their opinion the indi- 
genous bankers continue to play an important role in the Indian financial 
system, in that they look after thecredit needs of numerous small industrialists 
and retail traders. Their services will, therefore, be needed for a long time 
to come, more so in view of the rapid growth in the economy. With the 
growing credit requirements of the small-scale industries and retail trade 
sectors and various constraints on bank resources, it is necessary that some 
other financial intermediary should be there to fill in the credit gaps. 


VII.10 The system no doubt suffers from a number of shortcomings 
but these are not incapable of correction. Nothing should therefore be done 
to make indigenous bankers lose, their individuality and identity or to 
deprive them of their special characteristics. Because they remain outside the 
rigid cast-iron framework of rules and regulations they are able to operate with 
a certain degree of flexibility which is what attracts the small borrower. 
This is not to suggest that regulation and control of their activities is inherently 
undesirable and they should be allowed to operate in an unrestrained manner. 
The proper course would be for the Reserve Bank to exercise indirect influence 
over the business of indignenous bankers through the medium of commercial 
banks. There are various ways in which this may be accomplished and these 
are outlined in the. recommendations. 
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VII.11 What is needed is that the methods of operation of indigenous 
bankers should be systematised and some element of discipline and regulation 
introduced into their operations. At the same time their operations should 
not be unduly hampered by excessive legislation and straitlacing. It would 
merely drive the indigenous banker out of business and create a void. 


VII.12 Bearing this in mind, the Study Group has sought in its recom- 
mendations to suggest ways and means to enhance the effective role of the 
indigenous banker rather than suggest ways which would ultimately result in 
the disintegration of these financial intermediaries. What is needed is a 
positive approach to increase the volume of finance from this source and create 
conditions in which they can evolve to meet the future needs of the economy. 


VII.13. The Group believes, however, that a number of steps must 
be taken to ensure the development of indigenous banking along sound lines. 
Our recommendations do not involve new departures as much as the adoption 
of measures which are calculated to improve the working of the system. 


VII.14 Earlier discussions in=the Report have brought to light the 
areas where latent weaknesses. exist, ¢.g., umproper accounting, inadequacy 
of supervisory and inspection arrangements, legal loopholes, the problem of 
inadequacy and continuity of discounting facilities and high interest and other 
charges. In each case our aim 1s to strengthen the indigenous banking agen- 
cies so that their financial condition and accountability may fully justify the 
confidence reposed in them by the community. 


VII.15 The growth of indigenous banking agencies has stagnated in 
the recent past but the Group expects that with some measure of self-regula- 
tion and discipline, it could be revived and agencies with sound manage- 
ment traditions could become useful adjuncts of the organised banking system. 
However, the hundi business must work under arrangements which enable it 
to respond effectively and quickly to the needs of the borrowers depending 
upon this market. Raising the value and status of the hundi, bringing new 
borrowers into the hundi market, introducing new financing techniques and 
accepting new types of business should help to achieve this objective and fur- 
ther enhance the usefulness and responsiveness of the hundi business. 


VII.16 The focus of the recommendations is how best to institutionalise 
the lending and financial operations of indigenous bankers, thereby extending 
the area of operations of the banking system and harnessing some extra re- 
sources for meeting the credit needs of smaller people in industry and trade 
alike. With this as the ultimate objective, the recommendations aim at 
introducing a certain measure of financial and social discipline into their acti- 
vities. It may be pointed out that it is not the idea of the Study Group to 
discriminate in favour of multanis or against the other agencies. The facili- 
ties suggested by the Group would be available to all indigenous bankers whose 
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business is banking and who are prepared to accept the discipline demanded 
of them and observe the code of conduct required of them in today’s social 
context. 


VII.17 With this as the emerging picture of the financial system, the 
following are the suggestions and recommendations of the Group with regard 
to these financial intermediaries. 


Definition of Indigenous Bankers 


VII.18 Constructive recommendations with regard to indigenous 
bankers would require a more clear definition of this group of bankers. The 
Study Group has defined indigenous bankers as those individuals or firms who 
accept deposits or rely on bank credit for the conduct of their business and 
are close to or on the periphery of the organised money markets and are 
professional dealers in short-term credit instruments (hundis) for financing the 
production and distribution of goods and services. The effect of this defini- 
tion is clearly to exclude moneylenders. 


Regulation 


VII.19 Organisationally, indigenous bankers are sole proprietary or 
partnership concerns and the provisions of the Banking Regulation Act, 1949 
do not apply to them. The constraints imposed by the Moneylenders Acts 
prevailing in the various States are, as we have seen , inadequate to guard 
fully the interests of the public in relation to the indigenous bankers. 


VII.20 The result is that the present form of regulation over the in- 
stitutions doing banking business_is neither uniform nor adequate. For 
instance, the activities of indigenous bankers are subject to hardly any regu- 
lation. In order to plug the regulatory gap, the Group recommends that 
some form of uniform regulation be applied preferably through Reserve 
Bank of India to a wider group of institutions doing the banking business. 
This would mean that these institutions should obtain a licence for starting 
the business and it should be made incumbent upon them to supply informa- 
tion about deposits and advances. 


VII.21 The essential feature of banking regulation must be good 
supervision and inspection of the various institutions doing banking business. 
However, regulation in the form of detailed administrative supervision and 
periodic inspection as in the case of commercial banks would not be a prac- 
tical proposition. The best approach to the problem would be for the regula- 
ing authority to stimulate the financial institutions to create their own internal 
regulation. The authorities should rely on such self-regulation and on an 
external audit, once satisfactory standards have been developed. Such an 
approach is both effective and more economical than building up a large 
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and costly inspection machinery. To this end, the Group recommends that 
the Reserve Bank should have powers to call for regular returns from the 
indigenous bankers and to require that they maintain adequate internal in- 
spection procedures and be subject to regular outside audit, the auditors 
being recognised chartered accountant firms. It is also suggested that the 
nature of the supervision should be free of rigid rules and regulations. 


Licensing of Indigenous Bankers—-Terms and Conditions 


VII.22 A system of licensing needs to be introduced which may pro- 
vide for recognition by the Reserve Bank of the various Associations of indi- 
genous bankers with details of each individual member’s qualifications. 
While the Reserve Bank should encourage the formation of Associations, 
membership of such Associations need not be a precondition for licensing of 
an indigenous banker. Direct licensing of indigenous bankers could also be 
considered for areas where no Associations are in existence on their satisfving 
the basic conditions. 


VII.23 Any scheme of licensingpresupposes that certain terms and 
conditions would have to be adhered to’ by members seeking the licence. 
The scheme of licensing should aim at introducing certain minimum financial 
discipline in the activities of this sector. The requirements which indigenous 
bankers should fulfill in order to get licensed and be entitled to discounting 
facilities are : 


(a) Indigenous bankers—Gujarati shroffs, multani shroffs, chettiars and 
kayas—should preferably be members of an Association recognised 
by the Reserve Bank. They should principally be engaged in bank- 
ing and should not be engaged in trading activity other than com- 
mission agency business. 


(b) As in the case of the banking companies, some minimum capital 
requirements should be prescribed. The minimum paid-up capital 
for commercial banks is Rs. 5 lakhs. For the indigenous bankers, 
the Group would suggest Rs. | lakh as the minimum owned _re- 
sources which an indigenous banker should have to qualify for a 
licence. In turn, discounting limits should be fixed as a multiple 
of owned funds of each banker at the maximum of 5times. This can 
be established by the indigenous banker declaring his limits with 
other banks in the return he submits to commercial bank when apply- 
ing for a credit limit. This will act as an inducement to add to his 
own funds in business. 


(c) Indigenous bankers should evolve for themselves a_ self-imposed 
convention in regard to the relationship between their own funds and 
outside commitments. No licensed indigenous banker should hold 
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at any one time risk assets in excess of seven time the amount of 
his own capital invested in the business. 


(d) The indigenous banker will have to agree to maintain books of 
account in the usual recognised manner and have them annually 
audited and certified by a recognised firm of auditors. 


(e) A summary statement of the volume and nature of business (in the 
form indicated in Annexure VI). should be furnished annually by 
each indigenous banker to the Reserve Bank. The commercial 
banks and the Reserve Bank after due consultation with the Associa- 
tions will review annually the activity of indigenous bankers to assess 
if advances granted by them are for socially desirable purposes and 
not detrimental to the interests of the depositors. 


Nature of the Link with the Organised Banking Sector 


VII.24 Hitherto the link between the organised sector and this part 
of the indigenous financial system ‘has been tenuous. Although successive 
attempts were made in the past: by the indigenous bankers to establish a direct 
link with the Reserve Bank, in the changed circumstances, the Study Group 
is of the view that it is neither necessary nor practicable to link them directly 
with the Reserve Bank. From the administrative aspect it is felt that the 
refinancing will involve considerable labour (disproportionate to the amounts 
of refinance) both for the banks and the Reserve Bank as the hundis are for 
small amounts and the day-to-day turnover in them (receipts and deliveries) 
will be large. The Reserve Bank will also have to watch repayments of a 
larger number of hundis on their due dates. 


VII.25 To simplify the procedure, the Group feels that the requirements 
of the situation can be met to an adequate extent, if the Reserve Bank would 
allow a certain quantum of refinancing facilities to commercial banks financ- 
ing the indigenous bankers. The financial discipline sought to be fostered 
on the indigenous bankers and their greater utility in financing the productive 
requirements of the weaker sections of the community will reach a greater 
compulsion, if the indigenous bankers were to be linked with the Reserve Bank 
through the commercial banks by a system of refinance of commercial banks’ 
holdings of indigenous bankers’ papers.’ One reason for the high interest 
rate charged to the end-user of credit appears to be the incidence of the high 
cost of funds to the indigenous banker. 


VII.26 The Group is, therefore, of the view that the Reserve Bank 
could well introduce a system of refinance at Bank Rate to the commercial 
banks against their holdings of indigenous banker’s papers, on condition that 
commercial banks in turn charge concessional interest to the indigenous 
bankers, and the indigenous bankers in turn make the cost of credit to the 
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end-user reasonable. There are in operation at present several schemes of 
concessional lending to priority sectors such as exports, small-scale industry 
and agriculture. Since this finance is also intended for the small man, a 
scheme along similar lines could be formulated for the indigenous bankers. 
The Reserve Bank may issue necessary guidelines depending upon structure 
of interest rates from time to time. This scheme of finance to the end-user at 
reasonable cost should induce indigenous bankers to reduce the interest rates 
on their own lendings outside the Reserve Bank’s refinance as well. The 
benefit that accrues to indigenous bankers by virtue of concessional refinance 
through the Reserve Bank should enable indigenous bankers to make up for 
reduced level of earnings on their lendings. 


VII.27 Such an arrangement could become the nucleus of a genuine 
bill market. People are accustomed to the hundi, but the present bill market 
scheme makes no provision for the inclusion of bills of the indigenous agencies. 
This recommendation contains the seeds for the growth and development 
of a genuine bill market. 


Regulation of Interest Rates and Other Charges Levied by Indigenous Bankers 


VII.28 It is suggested that some understanding should be reached 
between the Reserve Bank and the indigenous bankers regarding the level of 
interest that such bankers should charge on advances to their customers. 
The normal spread between the deposit and advances rates of the commercial 
banks is 4.5 per cent; in rare circumstances it exceeds 6 per cent. In the 
case of commercial banks the higher spread is due to the cost of many other 
services. In the case of the co-operative banks the spread between the bor- 
rowing rate from the Reserve Bank and the ultimate rate charged by the 
primaries to the borrowers is 5-6 per cent.) ‘However, when co-operatives are 
loaning Reserve Bank funds there is a mark-up of only 14 to 2 per cent as 
between two consecutive agencies. On the other hand, the spread between 
the borrowing and lending rates of the indigenous bankers have tended on an 
average to be much wider than those prevalent in the commercial or co- 
operative banking sectors though in recent months with the sharp increase 
in the commercial banks’ discount rates for the hundi, the margin between 
the borrowing and lending rates has narrowed considerably. True, in the 
context of the organised money market rates indigenous lending rates appear 
usurious, but the business involves risky lending and lack of security. Experi- 
ence shows that on an average bad debt record is not too heavy but that 
does not imply that it is always so ;_ there are some years in which bad debts 
are larger and it is in those years that the wider margin helps in covering up 
the losses. Although the Moneylenders Acts in the different States specify 
ceilings on the interest rates that can be charged, the Group is aware that 
ceilings have been and are being evaded by making cash deductions to cover 
higher loan servicing charges at the time of executing a promissory note. 
The Reserve Bank should periodically indicate as a guideline the interest 
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spread which is considered adequate for this business and which should 
broadly be the same as the spread allowed to commercial banks and co-opera- 
tive banks. In other words, the Reserve Bank should rediscount hundis of the 
indigenous bankers at the Bank Rate, and should fix the discount rate as in 
the case of export bills or advances to small-scale industries which the com- 
mercial banks availing of the rediscount facilities could charge to the indi- 
genous banker. Further, the commercial banks availing of the rediscounting 
facilities should make every effort to verify on a random basis the rates charged 
by the indigenous bankers to the ultimate borrowers. Indigenous bankers 
found to be consistently indulging in malpractices should be debarred from 
further bank accommodation. While the business methods of indigenous 
bankers appear to be sound, nonetheless a code of conduct should be formu- 
lated for their operations. 


VII.29 At present, indigenous bankers and moneylenders are regulated 
by Registrars of Co-operatives under the Moneylenders Acts which in the 
case of indigenous bankers set limits on the interest charges they may levy on 
secured and unsecured advances. The Group recommends that it should be 
mandatory to disclose the terms of-the, loan transactions to the customer. 
In addition to indicating the rupee amount of loan and the interest, the indi- 
genous banker/broker should be required to express them in terms of the 
effective rate of charge per year. Also legislation should impose penalties 
for excessive charges or failure to disclose; and in cases of flagrant viola- 
tion, the authorities should have the power to suspend the licences of indi- 
genous bankers. 


VII.30 Besides the steep interest charges there are some unstandardised 
incidental charges such as brokerage and charity, which vary from region to 
region. For a realistic approach to the cost problem the Group suggests that 
these charges be periodically reviewed: by the Associations. 


Reserve Bank to Formulate Broad Guidelines in respect of Hundi Business 


VII.31 The Group recommends that the Reserve Bank should from 
time to time in consultation with the Indigenous Bankers Associations, lay 
down some broad guidelines with regard to this business, ¢.g., the type of hundis 
to be selected, the overall quantum of limits to be sanctioned, the amount 
per maker and some formula for sanctioning individual limits. At present 
the limits sanctioned have little meaning because the utilisation of the limits 
is restricted ; in fact, in the recent past, the banks have been known to cut 
back the limits without any forewarning. 


Need for Better Screening Procedures and Credit Analysis by Commercial Banks 
in respect of Hundt Business 


VII.32 The observations of the Group with regard to this segment of 
the credit market are that commercial banks have paid little attention to 
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building up this line of business on systematic or scientific lines. The Group 
recommends that systematic evaluation of the financial statements of indige- 
nous bankers be undertaken by the commercial banks. In granting limits 
to indigenous bankers, commercial banks should not lay stress on the personal 
factors only ; all factors, personal, financial and economic, should be given due 
weight. Despite the practical difficulty, the commercial banks should make 
some attempt at independent evaluation of drawer’s financial status, and 
should satisfy themselves even on a random basis that the credit used is for 
the purpose for which money had been given. In other words, the screening 
process with respect to this business should be more rigorous.’ This would 
induce the indigenous bankers to lend for productive purposes and remove 
the doubt that indigenous lending is for unproductive purposes. 


Enlarged Commercial Bank Assistance to Indigenous Bankers in the Form of Larger 
Discounting Facilities 


VIi.33 The proposal for introducing discipline among the indigenous 
bankers is dependent upon their getting larger credit facilities from commercial 
banks who in turn will have the facility of rediscounting with the Reserve 
Bank of India at the Bank Rate. The Group recommends that once the 
present approach of the commercial banks to credit analysis of indigenous 
hundi business is replaced by a systematic credit analysis process, the flow of 
assistance from the commercial banks to the indigenous bankers should, not 
only be enlarged to the extent required from time to time but it should be 
steady and uninterrupted. At present, although from the commercial banks’ 
point of view, it is a highly remunerative business, it has received the lowest 
priority from the banks. When banks are flush with funds, the multani 
bankers who avail of commercial bank’s discounting facilities have no diffi- 
culty in securing accommodation, but in periods of credit stringency, the 
requirements of these bankers are the first to be slashed. It is like giving the 
umbrella when it has stopped raining. Furthermore, even when bill dis- 
counting limits were sanctioned by the banks, utilisation of limits were not 
assured or automatic as in the case of other bank borrowers, for it is within the 
discretion of the bank to accept or reject the contract”, without assigning any 
reasons for its rejection. Yet another practice prevalent with some banks 
was to bring all outstandings to nil balance at a stated time in the year. 
All these practices seem to militate against the multani banker and the irre- 
gularity in the availability of funds has introduced an element of uncertainty 
in the hundi business and rendered difficult the exercise of planning his financial. 
resources. In the view of the Group, since no special advantages are known 
to accrue from such practices, the Group recommends that practices of this 
nature be given up. Further enlarged discounting facilities should be made 


1 Of late, the commercial banks require the multani to provide some details regarding the 
borrower on the face of the hundi, viz., nature of his business and the purpose of the borrowing. 

2 Normally the broker brings a bunch of hundis along with a contract for discounting with 
the banks. 
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available by banks to the indigenous bankers, particularly in the context of the 
emphasis to finance small businesses and industries on a priority basis. Most 
important is that the flow of funds to this sector should be sustained and 
regular, not spasmodic and intermittent which in turn would help in some 
reduction in the costs to the ultimate borrowers. 


Inclusion of Hundis within the Scope of ‘Liquid Assets’ 


VII.34 The Group has considered the request made by the multanis 
themselves that Reserve Bank should include within the scope of ‘liquid assets’ 
under Section 24 of the Banking Regulation Act all multani bills discounted 
by scheduled banks. It is certainly true that multani hundis have proved to be 
extremely good liquid assets. But on exploring the possibility of including 
them within the meaning of liquid assets under Section 24 of the Banking 
Regulation Act-—the object of which is to ensure that a certain proportion of 
the deposit resources of the banking system is made available for gilt-edged 
paper—it was found that this object would suffer if multani bills were accorded 
liquidity status. Further, inclusion of multani bills in liquid assets would mean 
demand for inclusion of other kindof assets, ¢.g., export bills. In view of this, 
the Group has not pressed for its inclusion within the meaning of liquid assets. 


Raising the Value of Hundt 


VII.35 Although the practice has been to restrict the value of a multani 
hundi to Rs. 5,000 in order to spread the risk, the Group feels that it would be 
desirable gradually to raise the value of the hundi from Rs. 5,000 to Rs. 10,000 
and in the case of creditworthy borrowers to, say, Rs. 25,000, in view of the 
fact that increasing amount of indigenous banking funds are channelled to 
meet the working capital requirements of small-scale industry. 


Status of the Hundi 


VII.36 The view has been expressed in some quarters for the disconti- 
nuance of indigenous negotiable instruments not coming within the scope of 
the Negotiable Instruments Act. The Group does not favour the discon- 
tinuance of indigenous negotiable instruments not coming within the scope 
of the Negotiable Instruments Act, but suggests codifications of the peculiar 
incidents and usages and bringing them within the Negotiable Instruments 
Act. The Group also suggests that a standard form of the Darshani (sight) 
and Muddati (usance) types of hundis could be evolved. The Study Group 
to Review Legislation Affecting Banking could suggest which of the usages 
and incidents applicable to the different types of indigenous negotiable in- 
struments could be given legal recognition and which are beyond the pale of 
legal sanction. . 
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VII.37 For reasons outlined in Chapter HI the Study Group recom- 
mends that Darshani hundis be exempted from the provisions of Section 
40(A)(3) of the Income-Tax Act which requires that all payments exceeding 
Rs. 2,500 which are claimed as deductions in expenditure should be made by 
crossed cheque or draft. 


Public Relations 


VII.38 To increase private indigenous banking and make these rela- 
tionships more productive, it is necessary to organise better channels of com- 
munications between the indigenous banker and the entrepreneur. Indige- 
nous bankers must recognise the need for some amount of public relations 
work. Hitherto there have been considerable misunderstanding and appre- 
hensions on the part of the public regarding the activities of indigenous bank- 
ing agencies. There is a feeling that these agencies operate as a closed system 
where trading is mixed with lending and.there is no proper financial account- 
ing; there is, thus, the fear that:assistance rendered to these agencies may be 
misused, Perhaps this may be due to indigenous bankers not being aware 
of the need in the modern world of providing appropriate information about 
themselves and their methods of working to the rest of the economy. 


VII.39 The justification for the proposed liberalisation of commercial 
bank facilities lies ultimately in the ability of the indigenous bankers to grant 
credit to the small man at reasonable rates. The indigenous banker should 
do everything possible to improve-his image before the business community 
by doing everything possible to serve this purpose. 


Rapport with Commercial Banks 


VII.40 In their relationship with commercial banks they should aim 
at creating a better ‘rapport’ so that they could avail of some of the informa- 
tion and expertise available with commercial banks as is the case in a 
number of other countries.* 


VII.41 On the other hand with an adequate and regular supply of 
funds being made available to commercial banks for the hundi trade, the 
commercial banks should take such effective steps as may be necessary to 
put this business on a more scientific basis. 





3 The Medium Industry Bank ‘in Korea has recently reported plans for a consultation office 
to bring industrialists and private financiers together—Korean Medium Industry Bank Annual Report 
1962, p. 27. In Israel banks which have fully lent their own funds often assist a borrower to obtain 
from private lenders, normally at the legal rate of interest plus a brokerage fee and possibly a charge 
for a bank guarantee—Tenenbaum, Israel’s Industrial Finances : A Second Look, pp. 97-98. 
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VII.42 Since the multanis, even the Gujarati shroffs, rely on the brokers 
there should be a proper liaison between the shroffs and the brokers. Mul- 
tanis normally operate through professional hundi brokers who bring business 
to them and also keep them informed about the activities of trade. As far 
as the brokers are concerned their activities should be systematised. The 
Multani and the Gujarati Shroffs Associations should have a list of approved 
hundi brokers and issue regular licences to them. This would prevent too 
many from entering the field, crowding the market and lowering the stan- 
dards. The duty of the approved brokers would be to get correct informa- 
tion on the financial standing of the borrower. Each approved broker should 
undertake to keep the Association well informed about the total commitments 
of various drawers. This would enable the Association to know, through the 
agency of the brokers, the aggregate commitments for any one drawer at a 
given point of time. 


Future Role of Indigenous Bankers 


VII.43 In the view of the Group the future course of indigenous bank- 
ing seems to be in their considering other ways of linking themselves with the 
organised financial system. For instance, indigenous banking agencies 
could take on some of the activities of ancillary non-banking financial inter- 
mediaries such as dealings in short-term paper. Despite the sophisticated 
state of the German economy and its banking industry, a flourishing private 
banking sector continues to co-exist there along with organised banking. 
The West German private bankers, both the purely unlimited liability type 
and the mixed type, handle a variety of business such as issuing securities, 
industrial finance, financing foreign trade, real estate, executing wills and 
administering properties. Their number has declined considerably in the 
post-war period. However, they are still regarded as an important sector in 
German banking particularly because of their expertise in those sectors of 
the economy where individual knowledge, flair and judgement are decisive. 
The German private banks are very similar to our indigenous bankers; their 
importance is largely local and confined to cities. Their survival depends 
on the. continuing importance of their local knowledge and the continued 
growth of the economy. With foresight, they have gradually evolved from 
proprietorships to partnership concerns. There is also a rather peculiar 
group called “Kommanditgesselschaft and Aktien (KGaA)” which combines 
the limited liability and the partnership forms of organisation. 


VII.44 In the U.S.A. and the U.K. such institutions like small loan 
finance companies and merchant bankers, perform functions similar to indi- 
genous bankers. France too has private bankers. These bankers generally 
perform two types of useful functions. In the first place, because of their 
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small size and low administrative costs they are able to give better attention 
to the needs of smaller businessmen—whether industrialists or traders. 
Secondly, they are able to go in for special types of business, which commer- 
cial banks either have no time to think about or develop. 


VII.45 The accent of official policy has been on discouraging non- 
corporate entities and favouring corporate ventures. It might probably be 
worthwhile for indigenous bankers to think along these lines and consider 
setting up joint stock ventures or limited liability concerns. Indigenous 
banking agencies, if they are to survive, should envisage the possibility of 
evolution and be ready to combine themselves on joint stock principles of 
pooling their capital resources to form the nucleus of indigenous joint 
stock banks. 


VII.46 As the economy grows, more sophisticated financial institu- 
tions would be required to meet the ever growing credit needs of the com- 
munity and discount and acceptance houses might become necessary. With 
their banking acumen and traditional skills the more efficient of the indi- 
genous bankers could transform themselves into discount and acceptance 
houses for they would be the appropriate agency for undertaking these func- 
tions, provided they see the writing on the wall clearly and their adaptability 
proves equal to consummate banking skill in accepting organisational, struc- 
tural and functional changes required for such an evolution. In fact, dis- 
count houses could provide a specialised market in commercial bills. Rather 
than banks themselves holding the bills, the banks could evolve a system of 
lending a portion of their funds to bill brokers (indigenous bankers could 
act as bill brokers) and the latter could use these funds to buy bills on their 
own account and the bills so acquired could be used as collateral and deposited 
with the lending banker. Occupying an intermediary position between the 
central bank and the commercial banks, the discount houses could become 
the channel through which the central bank directs its operations to imple- 
ment its credit control. In this manner the discount houses could 
render valuable service to bankers borrowing funds surplus to immediate 
cash requirements and to the mercantile community by discounting of bills 
to provide finance for trade. 


VII.47 To assist development of the credit structure the indigenous 
bankers could also consider transforming themselves into acceptance houses. 
An acceptance house is a firm or company, an important part of whose busi- 
ness consists of accepting commercial bills. A large number of these financial 
firms in the city of London are loosely described as merchant bankers. They 
originally did the function of ordinary buying and selling of goods but in 
course of time a variety of other services were added for purposes of business 
conventions. All of them do banking in some form, that is to say, they keep 
money in current and other accounts for their customers, keep securities in safe 
custody for account of customers and attend to the investment of their funds. 
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Some acceptance houses also act as trustees for trust funds and act as invest- 
ment advisers to the manager of the pension and other endowments. In fact, 
the business of the acceptance houses is not standardised or homogenous. 
Each house has its own characteristics and specialities on which it is regarded 
as an authority, but granting of acceptance credits to finance trade of others 
is a business which they all have in common. Generally the acceptance 
business of these ‘houses’ account for 20 to 25 per cent of all bills outstanding. 
For its services the acceptance house charges a commission to its customers 
which varies according to the standing of the customer and the terms of the 
credit arrangement between the customer and the acceptance house. In 
Germany too there is a specialised institution called the Prime Acceptance 
Company which deals in acceptances for financing imports, exports and third 
country trade. 


VII.48 The future of indigenous bankers would thus lie in their evolv- 
ing as discount or acceptance houses or as mini merchant banks oriented 
towards financing small-scale industry. To begin with they might not be in 
a position to provide the more sophisticated merchant banking services being 
offered today by the merchant banks ini the West. But they could perform 
a similar role on a much smaller scale, for instance, in assisting small-scale 
industry by providing their services as issuing house to tap institutional and 
other sources of capital finance. And in time they could develop considerable 
expertise and goodwill in their role as negotiators in fund-raising operations 
for new and developing small-scale industries. At a later stage they could 
also consider offering ‘nursery finance’ to some industries and thereby ‘groom’ 
these industries to enter the capital market at a later date. Evolution and 
growth of the kind envisaged here would be accelerated when the corporate 
form of organisation is increasingly resorted to. 


VII.49 In effect, it is the conclusion of the Study Group that the indi- 
genous banking business, of the multanis in particular, needs to be resuscitated. 
This can be achieved by the Reserve Bank of India extending credit facilities 
for rediscounting of the hundis at the Bank Rate under the Bill Market scheme 
in order that the commercial banks may finance the hundi business in larger 
amounts at reasonable rates of interest and in a regular manner and uninter- 
ruptedly throughout the year. Once the indigenous banking business is sus- 
tained in this manner, it is the Study Group’s hope that indigenous bankers 
will evolve new procedures and organisational patterns to develop further 
their role to suit the changing requirements of the economy. In this process 
of evolution, qualitative change in the functions of the indigenous bankers 
should play a vital role, for instance, it would be desirable for them to take 
up functions of acceptance credits, etc. Quantitatively, the magnitude of 
each transaction—the value of the hundi should be increased so as to bring 
about a decline in the unit cost of their operations, which in turn would 
help to bring about the long desired decline in the cost of credit to the ultimate 
borrower. Once the directions in which the indigenous bankers are to move 
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is accepted by them and understood by society, it would be comparatively 
easy to bring about the necessary organisational changes such as conversion 
of partnership firms into corporate enterprises without which the indigenous 
bankers themselves would find it difficult to assume their rightful place in 
the changing economic milieu of the country. 


Sd/- 
H. T. Parekh 
V. C. Patel 
G. Lakshminarayanan 
H. L. Narang 
Mohanlal A. Parekh 
Permanand Uttamchand 


Kum. C. J. Batliwalla 
Bombay, 
May 28, 1971. 
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STATEMENT I--NUMBER OF MONEYLENDERS INCLUDING INDIGENOUS BANKERS— 
STATEWISE DISTRIBUTION 





State Total Urban Rural 

1, Andhra Pradesh .. e ee see 4744 2241 2503 
2. Assam wt Ae $5 oe $5 573 65 508 
3. Bihar 35 ee ae Ae os 1324 774 550 
4. Gujarat ev be a <e 1569 1033 526 
5. Jammu & Kashmir oe be es 118 72 46 
6. Kerala... 5% ae oe ss 154 31 123 
7. Madhya Pradesh is oe 3 1704 1086 618 
8. Madras... i ee we = 3967 2962 1005 
9. Maharashtra $i ae a Bae 2593 2021 572 
10. Mysore ah one ibe wn 1320 1090 230 
ll. Orissa Se a et oe Te 1610 544 1066 
12, Punjab oe ee 3s es 438 161 277 
13. Rajasthan is ae a) 6191 1390 4801 
14. Uttar Pradesh... - os rf. 4327 2839 1488 
15. West Bengal $3 3 He ie 3119 2749 370 
Total |... 3374) S—«i9«08B 14,683 


Union Territories 


1. Andaman & Nicobar .. is as 1 — 1 
2. Delhi se we Sie Be oy 100 99 1 
3. Himachal Pradesh ah = aS 9 2 7 
4. Laccadiv, Minicoy Islands is ie _ _ —_ 
5. Manipur ar ye ae oe 1 — 1 
6. Tripura ss an Ps a 55 16 39 
7. Dadra, Nagar Haveli... a We _ _— — 
8. Goa, Daman & Diu ia ar 2% 1 1 — 
9. Pondicherry ne re ar oe 31 4 27 


10. Nagaland + ee Pe ra _— — aan 


Total es 198 122 76 
Grand Total .. 33,939 19,180 14,759 


Source: Census Report 1961—Vol. 1, Part II-B(#) General Economic Tables. 
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STATEMENT! III(a)—ADVANCES TO MULTANI SHROFFS BY SCHEDULED 


COMMERCIAL BANKS—AMOUNTS OUTSTANDING—1964-70 





Classification of banks 


1. 14 Nationalised Banks 


2. S.B.I. and its Subsidiaries 


3. Foreign Banks 


4. Scheduled Banks 


Total 


(Rs. in crores) 


Amounts outstanding as at end-December 


1964 


15.21 
(14) 


0.57 


20,43 
(47) 


1965 


wo 


9.09 
(14) 


0.09 
(4) 


1.02 
(16) 


10.40 
(36) 


1966 


17.82 
(14) 


0.06 
(6) 


1967 


9.00 
(14) 


0.01 


1968 


14,02 
(14) 


1969* 


16.26 
(14) 


N.B.—Figures in brackets indicate the number of banks which sanctioned credit limits. 


* Mid-December 


’ @ Figures are provisional for mid-December. 


Source: Fortnightly Survey of Advances of Scheduled Commercial Banks. 


1970@ 


17.00 
(14) 


0.21 
(6) 
3.59 
(3) 
3.53 


(22) 


24.33 
(45) 
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STATEMENT III(4}—ADVANCES TO MULTANI SHROFFS BY SCHEDULED COMMER- 
CIAL BANKS—AMOUNTS OUTSTANDING— 1964-70 





I, 


tw 


Pe 12 


ot 


SOs oe aS 


II. 


HI. 


wo 


pS 


or 


Name of the Bank 


14 NATIONALISED BANKS 
Allahabad Bank 


~ Bank of Baroda 


Bank of India 

Bank of Maharashtra 

Canara Bank 

Central Bank of India 

Dena Bank 

Indian Bank 

Indian Overseas Bank 

Punjab National Bank 

Syndicate Bank 

Union Bank of India .. 

United Bank of India .. 

United Commercial Bank 
Total 

STATE BANK OF INDIA 

& ITS SUBSIDIARIES 

FOREIGN BANKS 

British Bank of the Middle East 

Mercantile Bank 

First National City Bank 

National & Grindlays Bank 

Bank of America 


Total 


Advances outstanding to Multani Shroffs as at end-December 


(Rs. in crores) 

















1964 1965 1966 1967 1968 1969* 1970@ 
0-06 0-03 0-01 — 0:33 0-40 0-33 
2-27 1-00 2-04 0-08 -— 1-16 1-81 
0-32 0-02 0-220 OED 1683 AL 2B 
0-09 0-08 0-03 0-04 0080-05 OO 
0-13 0-04 0-94 0°33 0:48 0-68 = 0-21 
$39 92°78 8-97 3-11 2-64 «4-34 2-82 
0:85 9 7522 1-91 1-591-291-7852 
1-17 0-94 91-41 1-12 1-21 1-00 1-82 
1:08 0:24 0:60 0-15 0:10 0-23 0-13 
1-94 1-02 | 1-26 © 1-020-780-7815 
0:09 0°08 0-72 0-01 «1-25 0-06 0-21 
0-02 — 1-70 0-06 «1:30-1:47 0-46 
1-445 90-825) 1-34 0-64 «077, 024 
1:59 0-80 1:65 0:75 3-48 1-82 884 
15-21 9-09 «17-82, 9-00 «14-02 16-26 = 17-00 
2:77 0:09 0:06 0:29 0-14 0-50 0-21 
0-36 -- _ _~ -- — — 
= xa oe =, 2s 1-37 a 
0-20 0:19 0-29 — 0-81 1:58 2-82 
0-01 0-02 = — 0-39 — 0-20 
oh — 0:04 0-67 
0-57 0:20 0-29 0-01 JU-2! 3:00 3-59 
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STATEMENT III(6)—ADVANCES TO MULTANI SHROFFS BY SCHEDULED COMMER- 
CIAL BANKS—AMOUNTS OUTSTANDING—1964-70—( Contd.) 





Name of the Bank 








(Rs. in crores) 








IV. SCHEDULED BANKS 
1. Andhra Bank Ltd. 
2. Bank of Madura 
3. Bank of Rajasthan 
4. Bareilly Corpn. Bank 


ow 


Canara Banking Corpn. 


6. Hindustan Commercial 
Bank 


7. Karnatak Bank Ltd. 

8. Karur Vysya Bank 

9. Kumbakonam City Union 
10. Lakshmi Commercial Bank 
1]. Laxmi Vilas Bank 
12. National Bank of Lahore£ 
13. New Bank of India 

14. Nedungadi Bank Ltd. 


15. Oriental Bank of Commerce — 


16. Punjab & Sind Bank Ltd. 
17. Ratnakar Bank Ltd. 
18. Sangli Bank 
19. South India Bank 
20. South Indian Bank 
21. Tanjore Permanent Bank 
22. United Industrial Bank 
23. United Western Bank 
24. Vijaya Bank 
25. Vysya Bank 

TOTAL 














1964 1965 1966 1967 1968 1969* 
0-73 0-19 «0-570-230-2103 
0-01 OO [— eee |) eet 
0-02 0-01 0:25 0:28 0-26 0-29 
0-02 _— — 
0-48 0-38 0-61 0:42 0-57 0-45 
0-20 O13 O17 O19 0:23 0-01 
0-01 0:01, 0-01 0-02 0-03 0-05 
0-01. G-01 0°03 0-04 = 0-04 0-04 
a2 Seal [730-07 - OO — 
— = 0-01 - - 0-03 
O-Ol 0-45 0-02 0-02—0-04 
- | 0:02) 0-02 0-01 0-04 9-03 
: 1 : — 0:23 0-04 
OIL. — 0-12 0-18 0-15 0-10 
-~ — 0:06 0-10 0-24 
0-06-.0;05.. — 0:08 0-08 0-08 
0-01 0-01 0-01 0-01 0-01 0-01 
0-04 0:02 — OO — — 
0-01 0-01 0-01 0-01 0:02 0-02 
0:09 0:05 0-22 0-01 0-01 0-16 
25 — 0:03 0:05 0-02 0-09 
— 0-16 
0-01 — — 
0.04 0.10 0.41 0.53 0.27 0.38 
0.01 0.02 0.04 0.03 0.05 0.08 
1.88 1.02 2.97 2.19 2.35 2.64 


* Monthly Survey of Advances (Mid-December Position). 
@ Figures are provisional for Mid-December. 
& Merged with State Bank of India in 1970. 


Note: Constituents may not add up to ‘Total’ on account of rounding off, 


Source; Fortnightly Survey of Advances of Commercial Banks, 


Advances outstanding to Multani Shroffs as at end-December 


1970@ 


0:70 
0:03 
0:54 


0-48 


0-43 
0-12 
0-04 


0-02 
0-03 


0-17 
0:01 
0:25 
0-17 
0:01 
0:04 
0-02 
0:07 
0-08 


0-07 
0.24 
0.01 


3.53 
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STATEMENT VI—BILLS DISCOUNTED AND PURCHASED BY BANKS 1961-68 











(Rs. in lakhs) 
State 14 Natio- Private Foreign Non-sche- _— Total 
Year Bank of nalised Sche- Sche- duled 
India and Banks duled duled Banks 
its subsi- Banks Banks 3 
diaries 
1 2 3 4 5 6 v4 
1961 a 2g 25,50 132,02 8,63 37,73 75 204,63 
(12-5) (64-8) (4-2) (18-4) (0-4) (100.0) 
1962 a os 24,41 143,06 9,23 45,67 70 223,07 
(10-9) (64-2) (4-1) (20-5) (0-3) (100-0) 
1963 ae .. 28,89 193,69 12,04 38,13 84 273,59 
(10-6) (70-8) (4-4) (13-9) (9-3) (100-0) 
1964 ae is 37,88 224,50 13,64 41,83 68 318,53 
(11-9) (70-5) (4:3) (13-1) (0-2) (100.0) 
1965 a es 31,99 218,95 12,52 36,11 46 300,03 
(10-7) (73-0) (4-1) (12-0) (0-2) (100.0) 
1966 re a 48,75 295,70 20,08 50,21 60 415,34 
(11:7) (713) (4-8) (12-1) (0-1) (100.0) 
1967 “ e 47,72 286,92 19,52 42,08 75 396,99 
(12-0) (72-3) (4:9) (10-6) (0-2) (100.0) 
1968 ‘ .. 143,09 323,88 20,92 73,14 82 564,85 
(25-6) (57-6) (3-7) (13-0) (0.1) (100.0) 





NV.B.-—-Figures in brackets indicate the percentage to total. 


Source: Statistical Tables relating to Banks in India. 
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ANNEXURE |! 


EXTRACT OF THE OFFICE ORDER CONSTITUTING THE GROUP 


Telegrams 


Telephone 


S 
The 


BANKING COMMISSION 
(Government of India) 


: BANKINGCOM ‘White House,”’ 
91, Walkeshwar Road, 
: 36 33 11 Post Bag No. 6155, 
Bombay-6. 
24th November 1969. 
OFFICE ORDER NO. BC. S/IB. 1/69 
ubject: Constitution of a Study Group on Indigenous Bankers 


Banking Commission appoints the following persons to constitute the Study Group on 


Indigenous Bankers :— 


1. 


to 


6. 


te 


(it) 


(iii) 
(iv) 


Shri H. T. Parekh, Chairman 
Vice-Chairman, 
Industrial Credit and Investment Corporation of 
India Ltd., 
163, Backbay Reclamation, 
Bombay-20. 


Shri V. C. Patel, Member 
Custodian, 

Central Bank of India, 

Mahatma Gandhi Road, 

Bombay-1. 


Shri G. Lakshminarayanan, Member 
Custodian, 

Indian Bank, 

Indian Chamber Buildings, 

Madras-1. 


Shri H. L. Narang, Member 
President, 

Shikarpuri Shroffs Association Ltd., 

384, N. Dabholkar Wadi, 

Bombay-2. 


Shri Permanand Ochiram, Member 
(Indigenous Banker), 

420, Mint Street, 

Madras-1. 


Shri Mohanlal A. Parikh, Member 
President, 

Bombay Shroffs Association Ltd., 

233, Shroff Bazaar, 

Bombay-2. 


Kum. (Dr.) C. J. Batliwalla, Convener 
Deputy Director, 

Banking Commission, 

(Government of India), 

Bombay-6. 


The Terms of Reference of the Study Group will be as follows : 


To review the working of the various classes of indigenous banking agencies such as mul- 
tanis and shroffs, evaluate their utility in the money market complex ; 


To examine whether indigenous bankers can in course of time usefully extend their activi- 
ties to provide specialised services in the money and capital markets other than what they 
are providing at present ; 

To consider what steps are necessary to develop the link between indigenous bankers and 
the organised financial system ; and 

To make any recommendations on any other related subject matter as the Study Group 
may consider germane to the subject of enquiry or any related matter which may speci- 
fically be referred to the Group by the Commission. 
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ANNEXURE I! 


POSITION REGARDING RECEIPT OF RETURNS FROM FIRMS OF MULTANI SHROFFS 


BoMBAY 
Total No. of members of the Association .. as a os ie ae ia .. 239 
No. of firms which have branches and are also members of other Associations .. we ea 31 
No. of firms who responded or oe ae tg ra és Ss a .. 206 
Of which (i) from Bombay os . 7 ac okt ia ae +e ~» 196 
(ii) from Head Office out of Bombay .. si a fe = A ya 10 
No. of firms that failed to respond .. Ss oe nae ve és ue a “a 33 
Of which 
(i) Firms no longer in banking business oe is id BE ee me 15 
(i) Firms with no discounting facilities ae at ‘a Ss di ate 16 
(iit) Firms dissolved is Pf 36 et i ue a an ts 2 
MApRas 
Total No. of members of the Association. at bat “a % ie wg 6 77 
No. of firms which have branches and are also members of other Associations .. on se 10 
_ No. of firms who responded ‘ wu Pa Rs a 7 - sis a 71 
Of which (i) from Madras - if. Hs, an = ve oe ae is 51 
(ii) from Head Office out of Madras’ .. a ae ig ts oe v8 20 
No. of firms that failed to report 
Of which newly started functioning 
No. of firms that failed to respond .. ng * - ive as ate +3 aes 4 
BANGALORE 
Total No. of members of the Association .. se mA ee ee ae be ed 29 
No. of firms which have branches and are also members of other Associations . ui ae 6 
No. of firms who responded a ate Ae az aie ve es rz oe 26 
Of which (i) from Bangalore Be oe Ar res bs a a ate oe 15 
(ii) from Head Office out of Bangalore .. ate aes ee we aA 7 ll 
No. of firms that failed to respond .. as Sc a es ee oe ae oe 3 
SECUNDERABAD 
Total No. of members of the Association .. ae dig a3 ae os a ats 19 
No. of firms which have branches and are also members of other Associations .. is / ee 2 
No. of firms responded Ss te es oe = ss ite is a 19 
Of which (#) from Secunderabad... aa ote ih os ate ws a 9 
(#) from Head Office out of Secunderabad... oe of is we i 10 


No. of firms that failed to respond Nil 
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ANNEXURE 1l—Conid. 


TIRUCHIRAPALLI 


Total No. of members of the Association 


No. of firms which have branches and are also members of other Associations . . 


No. of firms responded 
Of which (1) from Tiruchirapalli 
(it) from Head Office out of Tiruchirapalli 


No. of firms that failed to respond 


CavicutT 


Total No. of members of the Association 


No. of firms which have branches and are also members of other Associations .. 


No. of firms responded 
Of which (7) from Calicut 
(it) from Head Office out of Calicut 


No. of firms that failed to respond 


VIJAYAWADA 


Total No. of members of the Association 


No. of firms which have branches and are also members of other Associations .. 


No. of firms responded 
Of which (i) from Vijayawada 
(#) from Head Office out of Vijayawada 


No. of firms that failed to respond 


SALEM 


Total No. of members of the Association 
No. of firms which have branches and are also members of other Associations 


No. of firms responded 


COIMBATORE 


Total No. of members of the Association 
No. of firms which have branches and are also members of other Associations 


No. of firms responded 


15 
11 
10 


6 


10 


to oa wo 


to 


te 


Nil 


Not available 
2 
9 


Not available 
3 


21 
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ANNEXURE 11! (a) 


NET EARNINGS OF 212 MULTANI FIRMS OPERATING IN BOMBAY, VIJAYAWADA 
AND SECUNDERABAD 


RATE OF INTEREST-—-L5% 


Rs. 11,44,96,000 Owned capital 

Rs, 3,14,34,000 Deposits 

Rs, 14,59,30,000 Total capital employed 

Rs. 57,24,800 Less 5% of owned capital invested in unproductive assets 
Rs. 43,77,900 Less cash on hand (3% of total owned funds) 

Rs. 13,58,27,300 Total owned funds available for investment in hundi business 


Rs. 16,50,00,000 Limits utilised from banks (75% of average outstandings of Rs. 22 crores 
for 1970) 


‘A’ Rs. 30,08,27,300 Resources available for lending 


Earnings Expenses 
Rs.  4,51,24,005 @ 15% Rs. —_—-1,73,25,000 Discount paid to banks 
(104% ) 
Rs. = 2,,96,08,300 Less expenses Rs, 63,60,000 Establishment expenses 


(Rs. 30,000 per firm) 


Rs. 27,79,000 Bad debts(10% of gross 
receipts) 


Rs. 31,43,400 Interest on deposits 
(10%) 


‘B’ Rs. 1,55,15,795 Net earnings per annum Rs, 2,96,08,300 
before taxes 


Percentage of ‘B’ to ‘A’ —5% 


Net earnings per firm—Rs. 73,188 


ANNEXURE Ill (b) 


NET EARNINGS OF 93 MULTANI FIRMS OPERATING IN MADRAS, SALEM, TIRUCHI- 


SA’ Rs, 


Rs. 


Rs. 


‘B’ Rs, 


4,22,27,000 
51,39,000 


4,73,66,000 
21,11,360 
14,20,980 


4,38,33,670 
4,40,00,000 


8,78,33,670 


1,89,72,079 


88,94,110 


RAPALLI, COIMBATORE AND CALICUT 


RATE OF INTEREST—21.6% 


Owned Capital 


Deposits 
Total capital employed 
Less 5% of owned capital invested in unproductive assets 
Less cash on hand (3% of owned funds) 
Total owned funds available for investment in hundi business 
Limits utilised from banks (20% of the average outstandings of Rs. 22 
crores for 1970) 
Resources available for lending 
Earnings Expenses 
@ 21.6% Rs. 46,20,000 Discount paid to banks 
(108% ) 
Less expenses Rs, 23,25,000 Establishment expenses 
(Rs. 25,000 per firm) 
Rs, 14,35,210 Bad debts (10% of gross 
receipts) 
Rs. 6,13,900 Interest on deposits 
(10% ) 
Net earnings perannum__—iRss. 88,94,110 


1,00,77,969 


before taxes 


Percentage of ‘B’ to ‘A’ —12% 


Net earnings per firm Rs. 1,18,363 
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ANNEXURE fil (¢) 
NET EARNINGS OF 14 MULTANI FIRMS OPERATING IN BANGALORE 


RATE OF INTEREST—18% 


Rs. 89,66,000 Owned capital 

Rs. 6,93,000 Deposits 

Rs. 76,59,000 Total owned capital 

Rs. 3,48,300 Less 5%, of owned capital invested in unproductive assets 

Rs. 2,29,770 Less cash on hand (3% of total owned funds) 

Rs. 70,80,930 Total owned funds available for investment in hundi business 


Rs. —_1,10,00,000 Limits aye from banks (5% of average outstandings of Rs, 22 crores 
for 1970 


‘A’ Rs. -_ 1,80,80,930 Resources available for lending 


Earnings Expenses 
Rs. 32,54,562 @ 18% Rs, 11,55,000 Discount paid to banks 
(103% ) 
Rs. 17,84,260 Less expenses Rs. 3,50,000 Establishment expenses 
(Rs. 25,000 per firm) 
Rs. 2,09,960 Bad debts (10% of 
gross receipts) 
Rs. 69,300 Interest on deposits 
(10%) 
‘B’ Rs. 14,70,302 Net earnings perannum_—_siRs. 17,84,260 


before taxes 


Percentage of ‘B’ to ‘A’ —8% 


Net earnings per firm-—Rs. 1,05,021 
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ANNEXURE IV 


BANKING COMMISSION’S QUESTIONNAIRE TO GOMMERCIAL BANKS— 
QUESTIONS RELATING TO BANKS’ BUSINESS WITH MULTANIS, SHROFFS 


12.1.1 


12.2.1 


12.2.2 
12.2.3 


12.3.1 


12.3.2 


12.3.3 


12.4.1 


12.4.2 


12.5.1 


12.6.1 


12.6.2 


AND OTHER INDIGENOUS BANKERS 


Please furnish the following data pertaining to bill discount facilities extended by your 
bank to multanis, shroffs and other indigenous bankers for the years 1966, 1967 and 1968. 





(Rs. in lakhs) 
Year Limits Outstandings No. of multanis, shroffs, 
Last Friday of January, etc., to whom limits 
April, July and October had been granted 


On what lines is a multani’s business examined/reviewed before a limit is sanctioned/ 
renewed? Are income/wealth assessments perused as a rule before limits are sanctioned/ 
renewed ? 


What criteria are taken into account in determining the quantum of the limits sanctioned ? 


Are any steps taken to verify the quantum of the multani’s own capital employed in his 
business? If so, what are they? Do you prescribe any minimum ratio between the 
multani’s own funds and the limit sanctioned to him by you and other banks ? 


When individual hundis are presented for discount, what steps are taken to ascertain the 
end-use of the credit? In particular, please describe the steps taken to see that accom- 
modation bills are not discounted. 


What criteria are employed in deciding on the eligibility of the hundis offered for dis- 
count ? 


What enquiries are made to ascertain the status and financial standing of the makers of 
the hundis? Is there a system of stipulating any upper limit for individual makers ? 
If so, please furnish a description thereof, 


At what rate(s) does your bank discount multani hundis and on what basis is/are the 
rate(s) fixed ? 


What rates of discount are charged by your-multani borrowers? If you have a system 
of obtaining any periodical information/certificates, please furnish details. Are any steps 
taken to check the veracity of the certificates? If so, what are they ? 


Please analyse outstanding discounts furnished. as an answer to question 12.1.1 as to the 
makers of the hundis as follows: 
(Rupees in thousands) 


As at the last Friday of January, 
April, July and October in 
1966, 1967 and 1968 


(a) Small-scale industrialists 
(6) Agriculturists a 
(c) Traders ass 
(d) Self-employed persons 
(e) All others - 


Total 


Is there a practice prevalent in your bank requiring multanis to bring outstandings to 
a point during a stated period in the year? If so, what advantages accrue from this 
requirement and what is the maximum period for which there is a break in the account ? 


Now that the commercial banking system is required to lend directly and in increasing 
measure to small industrialists, agriculturists, small traders, self-employed persons, etc., 
do you consider that multanis, as a source of credit, would have a useful role to play ? 
If not, please specify reasons. If yes, what role do you consider they should play and 
what improvements to the present system would you suggest, particularly with regard to 
(a) obtaining fuller information in regard te the business conducted by multanis, (6) the 
rates of discount they charge, (c) the end-use of the funds lent by multanis and 
(d) removal of malpractices possible under the present system ? 
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ANNEXURE Vi 


RETURN TO BE FILED BY INDIGENOUS BANKERS WHO ARE MEMBERS OF 
RECOGNISED ASSO 


(This return should be filed with the Reserve Bank 
calendar year} 


Name of the firm and address 


Names of the partners and their addresses 


Oo wm 


Do the partners have interest in any other firms? 
If so please furnish the names and addresses 
of the firms and the names of partners interest- 
ed in these firms. 


4, If there has been a change in the constitution 
of the firm, please furnish names of retiring; 
incoming partners and reasons for the change 
in constitution. 


Please analyse your balance sheet and profit 
and loss account in the attached form. 


or 


6. Please provide the following details for a review 
of your activities : 
(a) Total number of borrowing parties during 
the year and number of hundis issued=by 
themt 


(6) Total amount lent on hundis 


(c) Average amount of hundis © outstanding 
(based on end month outstandings). 


(d) Highest amount lent to any individual 
party and the business in which such party 
was engaged. 


7. Based on monthly figures, please furnish ayer- 
age amount of lendings by types of borrowers : 


(a) Agriculturist 
(6) Small-Scale Industrialist 


(c) Trader: (1) Wholesale trader 
(ii) Retail trader 
(d) Personal 


(¢) Large-scale/mediumescale industry 
(f) Film industry 

(g) Transport operators 

(hk) Others 


8. Rate of Interest/Discount charged : 
Minimum 
Maximum 


9 Partner’s capital employed in the business 
(based on year end figures). 
(a) Deposits from friends/relatives, etc. 
(6) Average amount borrowed from banks 
10. Number of borrowers who defaulted in meeting 
their hundis on due dates. 
Total amount of loans not recovered a 


ll. Of the amount not recovered, how much would 
you deem to be unrecoverable. 





+ Even if a borrower has made hundis more than once in the year he should be counted as_ onc. 
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12. Please provide details of the discounting facili- 
ties granted by commercial banks : 














Average Highest Lowest 
Name of the bank Limit amount out- out- 
borrowed standings standings 








13. Please furnish a copy of the latest balance sheet 
and profit and loss account as audited by an 
authorised chartered accountant. 

14. Please furnish copies of the latest Income-tax 
and Wealth-tax Returns. 


Name of the Firm : 


Balance sheet as at the end of ................ 





~ ASSETS 





LIABILITIES 











Partners’ capital at the beginning of the year Land and buildings 
Add undistributed profit Investments 
Partners’ capital as at the close of the year Amounts due on hundis considered good 
Deposits Amounts due on hundis considered doubtful 
of recovery 
Other liabilities (please specify under various 
heads) Other assets (please specify under various 


C \ heads) 
ontingent liability 
Cash on hand and with banks 








PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED— 














Expenditure Income 
Discount paid to banks - Discount earned 
Interest on deposits Interest 
Rent, postages, electricity, stationery, etc. Other sources (Please specify 


under various heads) 
Other expenses (Please specify under various 

















heads) 
Net profit for the year available for 
appropriation 
PROFIT AND LOSS APPROPRIATION ACCOUNT 
Income-tax By net profit brought down 


Profits distributed to partners 
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EXHIBIT 1 


DARSHANI HUNDI (Bombay) 
Hundi No: 


Shri Ram. 
To 

ABC Shroffs & Commission Agents, 

Bombay. 

On demand of this Hundi pay ........cc cece eee e cence teen eect eee eee e neni eeennentes 
or order the sum of rupees ..... eee ccc eee cee eee renee eee nen ne eee enennas only 
and debit the sum to our account with you. 

Date : 
Samvat: 202 Day Date 
RSeeeted PTs kee eee 
Signature to... . sc eee cece ee eeee 
EXHIBIT 2 
DARSHANI HUNDI 

(1) Ahmedabad 
No, Date : 

On Demand of this Hundi Pay 2... 0. cscs eee ce tee ec eee een e een ene e ee ene ene saes es 
or order the sum of Rupees 0.0.0... 00 cece ede ce ete tree cence nent n een nee e nas only and place 
the sum to the debit of our account with you. 

RSe.e cdcniceleieenacetiew. career CURD SRTERPER) igs dys p09 Nao Sow, 818-8 de a4, Oo Sg og 
Signature 
(2) Assam 
Hundi No.: 206 
A. B. G. 
Kanpur 
Rs. 20941/57 Date: 9/3/70 


Bank charges from Drawee/us Rs. 

On Demand please pay to the order of Bank ‘X’ the sum of rupees twenty thousand nine hundred 
and forty-one and paise fifty-seven only for value received against R/R Nou... ee eee eee attached 
herewith. 

Mys. X. Y. Z. 
P. O. Tezpur. 
For A. B. CG. 


Collection through Bank ‘Y’, 
P, O, Tezpur (Assam). 
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EXHIBIT 3 


CHETTIARS’ HUNDIS (Madras) 


Type 1 
No. 123 Sriramajayam 1-2-30 
M. R. Nm. Ramakrishna Ayyar, 


Hundial Vyaparam, Viravanallur, 
1109, Malayalam Era Vaikasi 31. 


To 
M. R. Ry. S. N. S. Madura 


In favour of §.K.N.S. of this place pay P.K.S. of that place or order Rs. 1,000/- on demand after 
getting confirmatory letter from this place and debit the amount in our account. 


Rs. 1,000/- Ramakrishna Ayyar 
or Agent. 


(Source : ‘Indigenous Banking in South India’ by V. Krishnan, p. 54). 


Type 2 
RSs cchasisierann a hoceriece Place 
Date 
On; ‘Demand T/ Wes iccc3. acsreegiecs Sieceie eh susie ie ste Sip “sente 6 ole lte® $4 ba bbe cored Promise to pay 
Shien deeen ahr WU RAM aseit Goa netatinns il naate shoe Qbred ave or order at wo... ee cece acess eeee ee the sum 
Of RS. eas Se cass 3eoecieio ais (RUPCES® wea .steisia ede alanis see Seiass Gwe ieee ) together with 
interest at ..... 0... eee ee eee per cent per annum for value received by me/us this day in cash 
for the purpose of my/our business. 
Dated at .....-.. ee cece ee eee thiSi ne yee eeGgs Aas eas Aas day Of co... cece eee eens 


(Signature) 
Witness : : 
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EXHIBIT 4(a) 


MUDDATI (OR USANCE) HUNDI — MULTANI SHROFFS 
(South India) 


Rs. 5,000/- No. 
Rs. 2-50nP. 
Due date : 197 
Datés ois oa eeenes 197 
At (90) ninety days after date without grace days. I/We .......... promise to pay to 
Sethiy sede ceed eas Bow, otitis add sede ae seesaw Waleed ane or order at the office 
OPisrisess we Merete teas bigcenbenieetueiey wele auea bios the sum of Rupees FIVE THOUSAND only for value 


received in cash this day. 


Signature of drawer 


Address of drawer 


ee 


EXHIBIT 4(b) 


MUDDATI (OR USANCE) HUNDI — MULTANI SHROFFS 


(Bombay) 
Rs. 6,000/- 
No. 
Rs. 2-60 nP. 
Due date : 197 
Date, - cssantsss 197 
(86) Eighty-six days after date we promise to pay to M/s.........00 eee een cece rete e seen 


or order the sum of Rs. (5000;-) FIVE THOUSAND only for value received in cash this day. 





Signature of drawer 


Address of drawer 


coy 
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EXHIBIT S 
SPECIMEN OF SHAHJOG HUNDI 


Shri 1} 
Number : 


To Venerable Shri ‘D’ at the auspicious port of Bombay. Written by ‘R’ from Nadiad that we 


have received herein full from Shri ‘S’ Rakhya Rs........... in words (Rupees ...........0.005 
Sahai dite bye each later giave ts ). Please pay the said amount on presentation of this Hundi to a Shah (Res- 
pectable person). The confirmation of the same is that ........-.-..eeeeee make double the 
amount namely Rs. ............ 000 cc eee and pay Rs. oo... . cece cece eens in all according to 


the Rules of the Bombay Shroffs Association. 


Samvat : Date Month Year 


Rs. 
Written by : 


Address : 


EXHIBIT 6 


SPECIMEN OF NAMJOG HUNDI 


Shri 1} 
To Venerable Shri ‘N’ At the Auspicious Port of Bombay. Written by Shri ‘X’ from Ahmedabad. 


We have received here from Shri ‘P’ Rakhya Rs...........-cc cence (In words, 
RUPCOS i sree Gla Seah cacicee ven cieka gee suee ) which please pay on presentation of this Hundi 
to the named person. The confirmation of the same is that makes double of Rs. ...........00005 


and pay in all according to the Rules of the Bombay Shroffs Association. 


SA MV At se sis s siete esatevsiae nine ote bin: eZatate Gio Se desea ene 
Dated: Aciealesasavtn nemak ch vcne oe oars day of ........... wo bib sie Wia6e bes aoe'ae eiwes vieate 
RS, ai aaa eats ase eases 

Sos fe oie s aw $50 Stee Ae oes 


Address : 


ee oe oy 


EXHIBIT 7 
SPECIMEN OF DEKHARNARJOG HUNDI 
Number : 

Shri 1} 

To Venerable Shri ‘N’ at the auspicious port of Bombay. Written by Shri ‘A’ from Ahmedabad 
that we have received herein full from Shri ‘X’ Rakhya Rs. ...... 0... cece eee cen e eee in words 
(RUPEES etic whe ciy eee ois Nae aa Seen oak ). Please pay the said amount on presentation 
of this Hundi. The confirmation of the same is that make double the amount namely Rs........... 
and pay Rs. ............ in all according to the Rules of the Bombay Shroffs Association. 

Samvat : Date Month Year 
Rs. Written by so.c0280e eedicias b4 ed waa be 
Addressii. sins dsaien dak Sasa iets ais 
EXHIBIT 8 


SPECIMEN OF FARMANE=HUNDI (ORDER HUNDI) 


NOS spaetemiieesne eee 

Shri 1} 

To Venerable Shri ‘C’ at the Auspicious Port of Bombay. Written by Shri ‘A’ from Broach. 

We have reccived here from Shri ‘P’ Rakhya Rs. .......... (In words, Rupees .........06- 
eA ed tee cessed ) which please pay on presentation of this Hundi to the named person or order. 
The confirmation of the same is that make double of Rs................ and pay in all according 


to the Rules of the Bombay Shroffs Association. 


Samvat : 
Dated vic bce Bee ye wea ehad Chae wey (oF RG Ea rn ee 
Rsutiaies eosin ce aes Sd cosets naa ewan 
Oe (0 by Sao ee a 
EXHIBIT 9 
JOKHMI HUNDI 
Welfare. To worshipful ........ 0.00... cece eee eee eee of Bombay written by A. B. C, of 


Nawanagar whose salutations please accept. To wit. We have received here from OPR Rs. 4,000/- 
(Rupees forty hundred only). In respect thereof this Jokhmi hundi (is drawn) against goods on 
Board ‘‘Ganga Hariprasad” (Nakkawa Boja, owner Mr. XYZ) being 29 bags of sheep wool shipped 
from Tuna, against which this Jokhmi hundi (is drawn) after said vessel shall have arrived in safe and 
sound manner. After 8 days thereof, would you be good enough to pay to Shah looking to his means, 


station and place. 


Date iio e tericn teeetbecen ts aseiets Signature ..... 0. cee eee eee ceees eevee 


(Note: This is generally accompanied by a letter of advice) 





Source: Bhashyam & Adiga, The Negotiable Instruments Act, 1881, p. 49. 
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EXHIBIT 10 
DHANIJOG HUNDI 
Bow to Sri Ganesh. 


To A.B.C. worshipped and worthy of all eulogy at Madras blessed by the Goddess of Wealth 
sie blaine gine seem written from Calcutta by OPQ from whom please accept salutations. To wit. 


Pay at once on receipt of this Hundi to Dhani Jog according to the custom of hundis. 


Rs. 1,000 (in words—Rupees one thousand only) double of half the sum five hundred on 
behalf of XYZ of this place for value received. 





Source; op. cit., p. 49. 


EXHIBIT 11 
PETH 

Shri 1}. 

To Venerable Shri ...........00.00e ene ;, at the auspicious port of Bombay by ..-.......4. 
Read the salutations of ....... 0... cece eee ene FROM .54 ohare Seg hielo ahs «4.alaeeee es 

To wit. We have drawn a Hundi payable on demand for Rs. «2.0.0... 02. eeeeeeee in words 
(RUPEES oo Sscds Sised-o ecacer etek e osbeececeverteiaece dane '6; oxo MNOS: Aiccaatsrom hier elaicde’s Upon you in favour of 
Rakhya. sc.cesie des eveioeie toc eo tyeusaww coseeee ONE SA ativoulseie eats aieiss The Rakhyawalla has 


reported the said Hundi as lost hence this Peth has been drawn. So if after examining your journal, 
cash and ledger (You find that) the Hundi has not been paid, pay the amount of this Peth to a Shah 
(respectable persons) according to the rules of the Bombay Shroffs Association. If the Hundi has been 
paid cancel this Peth. We shall give you credit for the amount of one of the two instruments namely 


Hundi or Peth. 


RSs pscoversiacerd da wieisretbce aia onnybin woos Written Dy... ces ee sc ec ee er ec erercees 
Address: i cep eedeaniee tae dais cine ques 


ewe e ree were reer reer ere reser eresereveres 
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EXHIBIT 12 
PER PETH 
Shri 1}. 
To Venerable Shri ...........0-0 ee ceee at the auspicious port of Bombay. 
Read the salutations of ........ cee eee eee eeee from 
SHE sy Sees divas wile lee 4. teceracerels 
To wit. We have drawn two instruments of a Hundi for Rs. ...... cece cece eee e ee eeee in 
words (RUPCES 2... sce eee ce cece eee eet e eee ee eeeeeetees ) and one Peth in respect of the 
same dated .....cccce rece reso eeeserves The Rakhyawalla reports both the instruments as 


having been lost. Hence this Per Peth has been drawn. So after examining your Journal, Cash Book 
and ledger etc. you find that the Hundi or Peth has not been paid, pay amount of this Per Peth toa 
Shah (respectable person) according to the Rules of the Bombay Shroffs Association. If the Hundi 
or Peth has been paid,cancel this Per Peth. We shall give you credit for the amount of the one of 
the 3 instruments, Hundi, Peth or Per Peth. 


Samvat. 
RG vclavscha on etnie wieyieaecte ers : Written by :....... aigpereialincs saseeaed 
Address :.......e00008 siairer nag scoae’ 
EXHIBIT 13 
KAGAL (A letter) 

Shri 1}. 

To Venerable Shri i... . ccc ec cece ee eee eee tent n eee ene eens at the auspicious 
Port of Bombay. Written by Shri ........--. 0s eee eee eee ee eee FFOM oo ecw cette ene eees 
To wit. We have drawn on you one Hundi on demand Rs. .......e eect e eee erence ec ees 
(Rupees ........05. iiaeteas ee ae Bata ea etna aie: JR UNOS | neni talon ct steeds ..... in favour 
OP Co aie Ba Sree Capel eig tegen wali eae SiS wrens Signe Seale oie and its Peth No. 1 and Per Peth No. 1 and we have 


written three documents with those particulars. The payee states that all those 3 have been mis- 
placed and therefore we have written this letter in that regard. Therefore, after examining your 
journal, cash book and ledger etc. and all books, if the Hundi or Peth or Per Peth has not been accepted, 
then please accept this Shah Jog letter according to the Rules of the Bombay Shroffs Association. 
If the Hundi or Peth or Per Peth has been accepted, then cancel this letter. We shall give credit for 
the moneys of any one of the 4 namely, Hundi, Peth, Per Peth or Letter. 
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EXHIBIT 14 
SPECIMEN OF RECEIPT OF JIKRI 
To: Sethe oosrex s 84s sce de sendin. bee Peas Wsisle SERIE ae sees ce a eer ea aT ae ECE 
Town written by 2.0... ccc cece cece cere reece tee teense tenets eee eeeeteeeas from Bombay. 
To wit: We have received one Hundi Rs. .....cceee ccc secseccteorscocees ING eesicictesee sess 
in favour Of .......c cece cere eevee ccc ereseeeeeees dated: .iccccee  eveeveineeses forwarded 
by you. We have written this receipt after Pera moneys due at the date of maturity from Jikri- 
Walla ‘Seth i..63-ccb-sie aoe 'ccies sive bw eialaci eee Gi bs.4 oo ee eee ered she it not having been paid by the 


drawee mentioned in the copy of the Hundi, Please note that the said receipt and Hundi aggregating 
to two documents have been handed over to Jikriwalla. 


Sd ]s:evetiew deweaninrevibs caaewese 


EXHIBIT 15 
MAJARNAMA (A certificate of dishonour) 


Shroff Bazaar, 
Post Kalbadevi, 


Bombay. 
ING iiss diene toecs: cicteree pias wWe aldns %eis Dated iscicevsaectecvews 
1. Person asking for Major..........5eee008 el Si) Sf ee ee rie 
2. Particulars: Hundi No. ...........¢ceereeresers BIRR 5 osa)aitie 6-asiess ae sie eb .ereteo b:ase wesateoacete 
(In words—Rupees ........ sige a + See spores een «-) from ..... So Saises 
town, drawer ...... see ee 2 ee PAYEE cece cececceeeees dislenatee 
dated 65 .caeeaidwwarcttay Ee Tee rereyatiny lag 
Al. IS Heretsiere tae 
3. Ground of dispute ......:. csc cece cme enweecee BMH cocid a oicslaiad  Vinie'd U4 Maisie 0 awe Wales ecale. ee 
4. Clarification of the Opposite party ....... cece cece eee e reece neta e cate ee eeeneenean 
5. Resolution : 
Sd pris cinsidin fetes celns Sdjaicciieiiee cared eas ia s 
(Hon. Secretary) (President) 
Dec Si aicid a eser bine sinew sae o wiaigia Bled ba Oeics eielee gee alaioe 
Di) vib eik ie wiki ie ¥ 6 se G lease bie ROTORS 6 0s eee SS 


Members of the Committee of the Bombay Shroffs Association. 


